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Executive Summary

2 AKAYy3AG2yAlya | NByQil athadigkoiBpesding tiel kkiter fearsld NB G A N.
with diminishing standards of living and more reliameepublic safety net program3o better

understand this issue and how it impacts Washington, the Washin8tate Legislature

directed the Department of Commerce to study the retirement preparedness of Washington

residents, based on region, age, type of employment, and income (Supplemental Operating

Budget. 2ESHB 2376. Chapter 36, Laws of 2016. Section }26irié8 2&6).

Key Findings

h@SNIff3 2 aKAYy3AG2yQa 62N F2NOS A& dzy RSNLINB LI
Washingtonians have low retirement savings levaésslininglevels of employesponsored
coverageandmarginal financial capability tmake savings for retirement a priority

Sources of Retirement Income

T C2NJ 2 aKAy3i2yQa LRLMz+FGA2y 3SR ep | yR 2f
retirement income is Social Security. Social Security is by far the most important source
of income for thdowestincome group of seniors in Washington

1 Washington and L% seniors are increasingly relying on earned income for many
reasons, including:

o0 Declining assebased income

o0 Arise in educated workersho choose to continue working

o Changes in the pension system that previously encouraged early retirement, and
o Adecline in the availability of retiree health insurance.

1 A substantial decline in the value of pretirement assets 2006, even after stock
markets, housing, and earnings reeoed from the Great Recession, dramatically
affected lowerA Yy O2 YS K2 dzaSK2f RaQ FoAfAde G2 LINBLI N

o For the lowest three income groups, net wealth actually declined by about
$4,000 a year from 1992 to 2010.

1 Since the miel970s, the kind ofetirement plans that employers primarily sponsor
shiftedfrom Defined Benefit (DBtraditional pensions) to Defined Contribution (DC)
plans.

o0 In Washington, more thathreein everyfour workers who have a plan are in DC
plans.

o The trend is more pronaced for younger generations of workers, where here
in Washington four out of every five covered workers agedi2%re covered by
DC plans.

1 Money saved in DC plans is more liquid than investments in DB plangyremd four
U.S participants will use soe or all of their DC funds to pay for nogtirement needs.

0 The use of retirement funds before retirement significantly undermines
retirement preparedness: a $5,000 hardship withdrawal from a 401k at age 35
could cause a $30,000 reduction in accumulabigrretirement age.
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WorkplaceBased Retirement Plan Coverage and Participation
1 Workers with access to a retirement savings arrangement at work, specifically through
payroll deduction, are 15 times more likely to save for retirement than those without
thislevel of access
1 As of 2014, over 2 million working Washingtonians, or 61 percent of the employed
workforce including selémployed, were not covered by a workplalased retirement
plan.
o In Washington and the .8 alike, Hispanic workers are particularly
disadvantaged in terms of retirement plan coverage: 79 percent of Hispanic
G2N] SNE Ay 21 aKAaAy3adz2y FNByQli O20SNBRO®
0 2l aAaKAYy3AG2yQa 62N]JSNER gAGK fSaa dGKIFy | K
substantial coverage ¢gd I G y ¢ LISNOSyld 6KAES ny LISND
or higher were uncovered.
Smaller and newer businesses are less likely to provide employer plans
Overwhelmingly, workplacbased retirement plan coverage declined in Washington
and nationwide ovethe past decade.
1 Not all employees who are covered actually participate in retirement plans. Seventy
eight percent of workers with access to a plan participate.
o There is a divergence in participation rates for defined benefit (DB) versus
defined contributon (DC) plans: DB plans have an 85 percenttgkehile DCs
are at 69 percent.
o Thisdivergence is more pronounced when ftithe workers are compared to
part-time and when looking at averagreage categories: the higher thmimber
of work hours andvage,the higher the takeup rate.

daly

= =

Retirement Income Adequacy
1 The type of retirement plans that result in the greatest income replacement Q3
plans alone, or DB plans combined with DC ptahsNBE & OF NSt & | @ Af | 6 f ¢
workers.
o Just 19 percendf younger Washington workers aged-25 with workplace
coverage have access to a DB plan (including DBs combined with DCs), compared
to 29 percent of workers aged 551
1 Many American seniors, including Washingtonians, enter retirement patbntially
problematic mortgage debt.
o Fifty percent of Washington seniors own their homes outright, 22 percent are
renters, and 28 percent are mortgage holders
1 Even when other components of retirement income are added, the income replacement
outlook is likelytobd Yy A dzZF FAOASY i FT2NJ YdzOK 2F 2| aKAYy3i;
retirement:
onm LISNOSYyid 27F 2| aK-a4havémproectedretitdhedtNBE | 3 S
income from DC or DB plans.
o Another 42 percent have DC plans projected to replace a median of just 10
percentof their preretirement income.
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0 The outlook is better for the 6 percent of workers in this cohort with a DB plan;
the income replacement rate is 33 percent at the median.

o And for the 11 percent with both plan types, the median income replacement
rate is 57 percent; the best case scenario produced by a model used in this
study.

Financial Capability
1 For workers that do have access to workplbesed plans, many cannot afford to
contribute or do not have the necessary skills and knowledge to maken&dr
investment choices.

o This is especially troubling when combined with the systematic shift from a
retirement system that rewards work tenure with a defined benefit of post
retirement income, to one that relies upon how well workers can make
investment toices relative to market fluctuations through defined contribution
type savings vehicles.

1 The way that Washingtonians manage their finances indicates a lack of financial
capability:

o Fifteen percent of Washingtonians spend more than they earn and 41 percen
broke even; so, fully 56 percent of residents were not able to save money.

o Thirty percent of Washingtonians reported using higterest borrowing
methods like payday loans, while 34 percent increased their borrowing costs by
only paying minimums on cdé cards during some months.

1 Washingtonians are overwhelmed by financial stressors and complexities. Their financial
decisionmaking is hampered because of it.

o Fifty-five percent of Washington households surveyed about retirement savings
beliefs reportedthey are very or somewhat anxious about their retirement
security.

o Respondents expect most of their retirement income to come from personal
savings and retirement plans (401k, IRA, etc.), yet three in five of these workers
have never calculated howmudh2 y S& G KSeQft ySSR (G2 al @€

Fiscal and Revenue Implications
T hoSN) GKS ySEG (62 RSOIFIRSasz 2l akay3dizyqQa as$s
more than doubling in number by 2040.
o The proportion of our most vulnerable seniors aged 85+swilpass those in
their mid-to late-60s by 2027
1 Washingtonians will be living longer, relying on inadequate retirement incomes, while
enduring marked increases in cognitive issues.
o Either residents will increasingly rely on public assistance programs for their
longi SNY ySSR& ¢KAfS RNIadAOlFIfte NBRdAzOAyY 3
need innovative ways to contribute to the costs of support services without
becoming impoveriskd.
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1 Washington would save a total of $298 million from 2018 through 2032 on-&iatied
public assistance programs for seniors aged 65+ if the lowest two ingom@sof
retirees had saved enough to increase their annual retirement income by $1,000.
o When federal savings are combined with state savings for the same period, the
total savings to Washington would be $1.03 billion
1 Increased retirement savingeducesstate Medicaid spending.
o If workers not currently covered by a retiremgpiinbegan saving in one,
2 AKAY3AG2yQa &40 GS aSRAOFAR SELISYRALGdAING
over a 1Gyear period.

Policy Considerations
f 2FaKAYy3id2y AayQid Fft2yS Ay GKAA t22YAy3 ONA
locus for action rest not on households alone, but must be shared by state and the
federal governments, the financial services, banking and insurance sectors, and non
governmental organizations.
1 The findings of this study suggest four major areas of policy considerations:
Increasing retirement plan access and participation
Increasing financial capability
Smoothing financial volatility
Addressing elements of life after retirement

o O O O
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Introduction

' YSNRAOIya | NByQl al gAy 3 s@endidgitiklater gedkd withs 6 A NS Y Sy
diminishingstandard of livingandincreasing reliancen public safety net progrants.

The life expectancy gains of26entury Americans; from around 47 years in 1900 to nearly 79

yearsin 2014 NB f I dzZRSR | Y2y 3 &2 OA ByiPe40mien ardlépectes d & I OK
to live to ageB1 and womennearlyto age 8¢ These gains will requitiat retirees make

careful decisiongbouttiming their retirement andSocial 8curity claims.

As many a8§5 million Americangy S NX @ KI f T 2 F-sedtd Borkgik lack 2 y Qa  LINA
access tavorkplaceretirement accountslike employersponsored 401k plans, payroll

deduction IRAs, and defindzknefit pensions.Andnot all employees covered by a plan at

work will choose to participateNearly 90 percent of the highest average wage earneitsein

country participate in employeprovided plans, while only 56 perceoit the lowest wage
earnersparticipate* Households that do save for retirement realizeying levels of returns

dependngon the typesof savings arrangements chosandtheir financial aptitude in ging

those products’

Theconceptof retirement preparedness complex|t varies considerablyepending upon

many factors, including incomgenerational wealtheducation, and personal expectationis.
FdadzySa GKIG Iy AYRAQGARIZ £ Qa 2N K2dzaSK2f RQa A
to cover basic living expenses and maintain the same standard of living enjoyed before

retirement.

To better understand this issue and its impacts, the Washington State Legislature directed the
Department of Commerce to study tlmetirement preparedness of Washington residents

based on region, age, type of employment, and incd8wpplemental Operatg Budget.

2ESHB 2376. Chapter 36, Laws of 2&Bgtion 126 (48), Lines-38).

This study usesde following working definitn of retirement preparedness:
The ability to makéeneficialfinancial retirement savings and investment choiceibot
before and during retirement such that sources of retirement income are sufficient to
provide for weHbeing.

1Ghilarducci, T., Schwartz, B.L, Schwartz, | (2015). Phlang Nbtille Class Workers Will be Poor Rétadésw School Schwartz
Center for Economic Policy Analysis.
http://www.economicpolicyresearch.org/images/docs/retirement_securiohackarukability. pdf

2U.S. Department of Health & Human Services. National Institute on Aging. @litaebele2thignd Aging
https://www.nia.nih.geséarch/publication/gtbbaltrandaging/overview

3Palmer, K. (March 204/Aat Most US Workers Really MeRBhttp://www.aarp.org/retirement/plorrite ment/inRD17/aarp
retiremergurveyd.html

4Bureau of Labor Statistics National Compensation Survey Table 2. Retirement Benefits: Access, pagicgiasipaiviizch take
workers. (March 2p16

5Lusardi, Michaud, Mitchell. (April 2017) Optimal Financial Knowledge and WéalimbilexfuRditiyical Econdtoly 125. No. 2.
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This definition, in part, captures the modern realities of retirement plangirgnchanges in
lifespan(longevity) benefit coverage, and sher-term employment arrangements, while
allowing forthe variations irsocial and economic preconditions that must exist in order for an
individual to prepare to retire.

To what degree are Washingtonians underprepared for retirem@i8studysynthesizes
existing research using an array of sources from think tanks, academic literature, government
sources, and surveys. It uses two customized sets of analyses based on national survey data:
f  Acustomized analysis tfie/ Sy & dza CudaviPlpulatibd Surveyata by the
Center for Retirement Research at Boston College
f  Acustomized analysis of thHedzZNNBy & t 2 LJddzf | G A2y { dzZNBSeQa ! y)
of Income Program Participati@monducted by the Schwartz Center for Economic Policy
Analsis (SCEPA) at The New Schidus analysis is a partial folledzlLd G2 {/ 9t ! Q& N
NB LI2AIEshiagton Workers Ready for Retiremént?R St A GSNBR G2 (KS
lawmakers during a retirement wodession on April 8, 2014. Delayed data releases
im 0SR {/t9! Qa loAfAGEe (2 fOthigRaOG | FdzZ f dzL

The first four sections of the studye largely descriptive, using a variety of sources to assemble

' LIAOGdzNE 2F 2 aKAY 30 2 yThe siidydrst eFdwihaldddgenent LINS LI
parts of retirement income, describing an increasingly varied set of income sources when

compared to that of already retired generations. It then proceeds to examine the extent to

which Washingtonians are covered by retirement savings mamgrk, and at what rates

workers who are covered actually participate

The retirement income adequacy section looks at two distinct sets of data to understand how
Washington residents are doing in terms of retirement income adequacy and financial

wellbeing.A review of the financial realities faced by households gives context for a review of
adzZNISe FTAYRAYIA | 02dzi 2 laddkracicasmbeh it toyied o savibgt A ST &
for retirement.

The study thernurns to an exploration of the fesl and revenue implications given that the

majority of Washingtonians ameot adequately preparinfpr retirement. First, recent studies of

the fiscal impacts of savings shortfalls are gleaned for salient findings. Then, a deepsr look
takenat factorsthat affect the costs of Loa§ierm Senges and Supports (LTSS) for Washington
seniors. Doing so provides an illustration of the negative impacts of savings shortfalls: Increased
risk of declining standards of living coupled with increased fiscal impacts on the state and its
taxpayers.

Thefocusthen shifts totax revenue implications for the statgivenincreasingly higher

proportions of the senior population thatould below-income versus higincomein the near
future. Postretirement household spending patterns are explored in the contéxt o
Washingto® t@x structure which relies significantly on retail sales and use tajego

scenarios play out extreme examples of retirement savings shortfalls to illustrate their revenue
impacts.
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Based on the findingmcoyered in 'Ehe fifst five sectis> u K
onfourmajor2 LILI2 NLidzy AuUASa FT2NJ I RR
1. Increasing retirement plan access and participation

2. Increasing financial capability
3. Smoothing financial volatility
4. Addressing elments of life after retiremen

8Qa LRftAOe R
2 L aKAYy3IG2y!

Stakeholder and Subjed¥latter Expert Engagement

Research for this study included engaging stakeholders and experts though meetings and
conference calls. In addition to informal consultations, Commerce hosted two major events to
seek formal input from stakeholders.

Early study developmentCommerce convened stakeholders in Olympia on March 15, 2017, to
gather input on research design, methods, sources and scope. Attendees included
representatives from organizations representing employed and retired workers, and state
government.

Draft study findings.Commerce and AARP hosted a policy forum in SeaTac on Aug. 30, 2017.
Among the 26 participants were representatives from the Washington Retail Association,
Washington Hospitality Association, Department of Social and Human Services, Depaiftment o
Financial Institutions, Office of the State Treasurer, and the federal offices Sen. Patty Murray
and Rep. Pramila Jayapal. Also attending were representatives of the Seattle City Council,
Russell Investments, Drexel University, Pew Charitable Trushipagians representing

employed and retired workers, and nonprofit financial empowerment organizations.

Participants previewed key findings from this study and the usttberelopment Small Business
Retirement Marketplace website, and learned about emplogititudes towards providing
retirement benefits. They engaged in a robust conversation about the issues and strategies
most influencing retirement security today, a discussion that directly informed the Policy
Discussion section of this study.

Thirteenindividuals representing the financial services and insurance industries, state
government, employed and retired workers, congressional staff, and a national think tank
participated in a followup call on Nov. 8, 2017. The meeting included responsesetdrft

study findings and policy discussion sections, and prioritizing the issues and strategies most
likely to improve the situation in Washington state.

Retirement Readiness 7



Sources of Retirement Income

Components oRetirement Income Figurel: The 3 egged Stool of Retirement Income

Twentiethcenturywisdoma G  § SR 0 K I { )
retirement income was comprised of three primary @ Gineniiing
components: employeprovided pensions, personal

savings, and social security. This is the-atiwn

three-legged stool of retirementaing. However, the /A o

AAYLX AOAGE 2F GKA& Y2RS & % N

iKS O02YL)X SEAGASa 2F (2R & @\ S
A

equation for the majority of Americans.

%

\&)
Rather, the composition of retirement income is fron 4
astack of income streams from a number of sources
The retirement income stack shows all potential
sources of income for.r(_atireql househo[ds. S(_aniors ale Figure2: The Retirement Income Stack
dependent upon annuitized income built during their
working yearssuch as from Social Security and giens,
and on other forms of accumulated wealth, such as Social Security
equity in owneroccupied housing, or stocks and borfds. retired worker, depender

disability entittement ben

( Employer Pension

For2  AaKAYy3d2yQa LR2Lz FdGA2y | 3S

common source of pogtetirement income is Social

Securityg which has become nearlyniversal with 87

LISNOSy G 2F GKS adlriaSQa asSyaiaz

income, up from a nationwide level of 69 percent of Asset Income

seniors in 1962. interest, dividends, trust
rental income, royalties

Retirement Benefits
distributions from pensio
IRAs, Keoghs, 401k plans

Forty-eight percent of Washington seniors have income
from retirement benefits like pensions, IRAs, annuities,
401() plans, and government employee pensions.

Earnings
wages & salaries from cu
employment

Asset income is also a prevalent source of income for
Washington seniors, with 71 percent of the population
having some form of income from rentals, estates and
trusts, interesfand dividends.

Veterans Benefits

Cash Public Assistance

6 Poterba, J. Venti, S., Wise. D. (Fall&td Qomposition and Drawdown of Wealth in Rétremadraf Economic Perspectives.
Volume 25, No. 4. http://pubs.aeaweb.org/doi/pdfplus/10.1257/jep.25.4.95
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Some 32 percent of Figure 3. PercentagePopulation Receiving Income by
2 AaKAYAG2Y Qa &duehgdsBwadshing®®016

some form of earned
income, reflecting a national
trend in increased earned 87%

income among seniors, 80%
discussed later in this 71%
section. Figure 3 illustrates
the percentage of all 60%
Washington seniors 48%
receiving incomerbm the 40%
various components of the 32%
income stack.
20%
Importantly, not all retired 7% 3%
households have equivalent 0% B

retirement income stacks.

100%

Social Asset Retirement Earnings Veterans' Cash publi

Fig,ure4vshows income Security income  benefits benefits assistance

aulOla F2N 2l aKAayduzyQa

lowest and highest income SourceSCEPA calculations usingZ®@urrent Population Survey March Suppleme
it 201416 Notes: (1) Earnings is the sum of income from wages and salaries and inc

gI’Ol:lpS (qumtll_es) of th? selfemployment. (2) Asset income includes interest, dividends, income from estat

senior population. Social and net rental income or royalties. (3) Cash public assistance includes Suppleme:

Security is by far the most Income and other cash public assistance payments, such as temporary assistanc

. tant fi families (TANF). (4) Pensions include payments from private pensions and annuit
Importan SOU.I’CG of income government employee pensions; Railroad Retirement; and individual retrement a
for the lowestincome group (IRAS), Keoghs, and 401(k) plans.

of seniors in Washington: 79

percent of income is from Social Security, followed by assets (6 percent) and public assistance
(6 percent). For the higheshcome group, earnigs provide the greatest share of income (42
percent) followed by retirement benefits (22 percent).

Social Security Social Security is the most common source of income for Washisgtaors,
as shown in Figure $ocial Security provides most of theirement income for half of
households age 65 and older, and is the largest source of income for retired people in the
lowest income bracket§As of 2014, Social Security provided at least 50 percent of total
income to 48 percent of married beneficiariesyd to 70 percent of aged nemarried
beneficiaries

7Government Accountability Office (May 2015). Retirement Seddast Repsetholds Approaching Retirement Have Low Savings
(GAGL5419)htp://www.gao.gov/assets/680/670153.pdf

8 Social Security Administration (April 2016) Income of the Aged Chartbook, 2014. SSA RuBRFation No. 13
https://www.ssa.gov/policy/docs/chartbooks/income_aged/2014/iac14.pdf

Retirement Readiness 9



The total amount of Social Security

benefits paid in 2015 to retired workers
Figured: Retirement Income Sources for Lowest & and their families in Washington

HighestncomeQuintils, Ages 65#Vashington, approached $1.3 billioh About 4 percent
201416 (34,846) of Waski 3 (1 2 y Q4 4 Sy A 2 NA
received cash public assistance through

100% Social Security Income paymengs.

= Social Securit Social Security is declining as a share of

retirement income, from replacing 40
percent of preretirement income in 1985

80%

W Retirement to a forecasted 31 percent by 2030 for
0% benefits those who retire at age 65. Current
projections estimate that Social Security
m Assets will become insolvent in 2034, with

revenues covering only 75 percent of

40% scheduled benefit&?

e
Eamnings Earnings and AssefsThe United States

has seen a substantial shift in the
compasition of income for seniors aged
Public 65+ since the 1990s, wherein earned
assistance/otl  jncome increased considerably as a share
of total income while asset income fell

20%

0%

Lowest Highest _ ’ k
Quintile Quintile proportionately*®*Asset income includes

interest, dividends, income from estates
SourceSCEPA calculations using-261@urrent Population Sur  OF trusts, and net rentbincome or
March Supplement 2064 royalties. Assebased income is typically
associated with higher incomes.

As illustrated in Figure 4, earnings comprised 42 percent ofhighO2 YS &aSyA2NBQ Ay O
Washington in 2014.6. Looking at similar figures for the U.S., earnings took the place of assets

for the highestincome quintile of the senior population betwee®90 and 2000, shown in

Figure 5. Indeed, a 2012 analysis from Boston College found that the increasing importance of
earnings to senior income is attributable, for the average population but even more so in the
highestincome population, to:

9 Ibid(8)

103qcial Security Administration. (Septembe320R6Lipients by State and County, 2015.
https://www.ssa.gov/policy/docs/statcomps/ssi_sc/

1IMunnell, A. (April 2015) Falling Bhei@oming Retirement Crisis and What to doC&mbeit for Retinent Research at Boston
College. NumberZ5http://crr.bc.edumgmtent/uploads/2015/04/H8_588.pdf

125ee footnote 7 (GAO)

13Bosworth, B.P. and Burke, K. (Novembe€Baaging Sources of Income Among the Aged PQeulteidor RetiremerseRech
at Boston College. CRR WP-2D12
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Delayed exifrom the labor force.

A rise in the proportion of more educated workers who choose to continue working.
Changes in the pension system that previously encouraged early retirement.

A decline in the availability of retiree health insurarite.

= =4 -4 -4

In net terms the value of praetirement assets increased little from 1992 to 2005 and have
been on a downward trend since 2006. This downward net asset trend continued even after
stock markets, housingnd earnings recovered from the Great Recession. The downwemnd t
was severe for lovincome preretirement Americans, and the asymmetry of asset
accumulation between the highesiand lowestincome levels increased dramatically since
2002. For the lowest three preetirement quintiles (by income), net wealth declinbg about
$4,000 a year from 1992 to 2020 This illustrates what it looks like for household wealth to be
increasingly concentrated at the top of the income distribution.

Retirement Plang Also known as retirement benefits, this is income from the array of tax
favored retirement savings plans into which a worker, and in some arrangements their
employer, contributes earned income that, upon retirement, is converted intorime Broadly
construed, there are upwards of 15 types of retirement plans recognized by the Internal
Revenue Service, each with specific requirements and limitations for participation,
contributions and sponsorship

1 Individual Retirement Arrangements 1 Payroll Deduction IRAs
(IRA3 1 Profit-Sharing Plans
1 Roth IRAs 1 Defined Begfit Plans
1 401(k) Plans 1 Money Purchase Plans
1 403(b) Plans 1 Employee Stock Ownership Plans
1 SIMPLE IRA Plans (Savings Incentive (ESOPSs)
Match Plans for Employees) 1 Governmental Plans
1 SEP Plans (Simplified Employee 1 457 Plans
Pension) 1 409A Nonquatied Deferred
1 SARSEP Plans (Salary Reduction Compensation Plan

Simplified Employee Pension)

Individual Plang Individual retirement plans are generally established through a private
financial institution. They include Traditional and Roth Individual Retirement Arrangements
(IRA), SEP Plans, and SIMPLE IRA plans. About 8 percent of Americans participateitim IRAs, w
the Roth IRA being the most popular. Average annual contributions are greatest to SEP plans
(e.g., $10,274 on average in 2007) because the tax code allows for higher contributions than to
the other types of individual plans (e.g., $3,306 for TraditidRAs}.°

141bd (13)

15Trostel, Phillip. (February 20h&)Fiscal Implications of Inadequate Retirement SavingBhie Maiversity of Maine Margaret
Chase Smith Policy Center.

16Treasury Inspector General fokdrainistration. (August 9, 28fd)stical Trends in Retirement Plans
https://www.treasury.gov/tigta/auditreports/2010reports/201010097fr.pdf
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EmployerSponsored Plang Since the midl970s, the kind of plans that private sector
employers primarily sponsor shifted from Defined Benefit (DB) to Defined Contribution (DC)
plans. DB plans, often considered pensions in the truest sens@|ans that provide a

specified and predictable posetirement income based on a fixed formula based on worker
earnings and length of serviéé.

DC plans are those in which an employee or the employer, often both, contribute to the

S Y LJX 2 etBethendisavings. Instead of the specified postirement income stream offered

in DB plans, DC plan distributions depend on the contributions made to the plan plus any gains
(or losses) from investmentgIn a DC plan, the individual employee is regdito make

decisions about how much to save, how to invest their contributions and how to manage
disbursements from their plan upon retirement or in times of hardship.

As of 2014, across the U.S., 93 percent of all emplsgensored plans are DC plaisin both
Washington and the U.S., more than three in every four covered workers are in DC plans, the
inverse of the proportion found in the mitl970s, when just one in four covered workers were

in DC plang® The trend is more pronounced for younger genéas of workers, where here in
Washington four out of every five covered workers ageet2re covered by DC plafis.

An important difference between plan types is that money saved in DC plans is more liquid than
investments in DB plans, and, thus, candzcessed more easily to pay for expenses before
retirement.

Nationally, one in four people with a defined contribution plan will use all or some of their

funds to pay for nofretirement needs, like paying a bill, buying a home, paying for a medical
emergency, or to pay college expenses forackitlK S&S | NS OFfft SR af SF {3
biggest source of retirement leakage is due to employees cashing out accounts when they leave

or change jobg2 The use of retirement funds before retirement sifigantly undermines

retirement preparedness. For instance, one $5,000 hardship withdrawal from a 401(k) at age 35
could cause a $30,000 reduction over the life of the investment because of lost compound

interest24

nternal Revenue Service. (June 20bdsing a Retirement Plan: DB@medit Plahttps://www.irs.gov/retireiplants
18|nternal Revenue Service. (June Z6picks for Retirement Plans: Defiritipss/www.irs.gov/retirepians/plaparticipant
employee/definitions

191bid(18)

20Us Department of Labor. (SeptembeP20B82. Pension Plan Bulletin Historical Tables and Gi2@ihé 1975
https://www.dol.gov/sites/default/files/ebsal/researchers/statistibsietirefpeatepensiomlanbulletimistoricatblesand

graphs.pdf
21SCEPA Calculation based on CPS Annual Earning File 2013 and SIPP 2014.
22Mitchell, D., Lynne, G. (June 2Dt7). vi ng Ret i rement | nnovat i o+andL&denm Fhandi@dc ar Acc

NeedsThe Aspen Institute Financial Security Program. IsstgsBléskets.aspeninstitute.org/content/uploads/20-Erde6arSP
AccountBrief.pdf

231bid(22)

241bid(22, 23)
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WorkplacaBasedRetirement Plan Coveragyed Participation

Workplacebased retirement plan coverage is a substantial means by which American workers
save for retirement. Workers with access to a retirement savings arrangement at work,
specifically through payroll deduction, are 15 times moreljiko save for retirement than

those without this level of acce$s.

This section examines the extent to which Washingtonians have access to retirement savings
plans in the workplace. It looks in detail at the characteristics of both uncovered workers and of
employers that do not provide coverage. The last topic address#us section is the

participation rates of workers with workplace access to retirement plans.

Appendix B provides tables detailing workpldised plan coverage for Washington.

Uncovered Workers Table 1. Uncovered Workers in Washington by Reason for Lack ¢
Coverage, 2014

As of 2014, over 2 million
61 percent of the employed

workforce including self All Washington Workers 3,305,140 100%
employed, were not covered|Total uncovered 2,010,926 61%
by a workplacébased Employer does not offer a plan 1,214,935 37%
retirement plan. As shown in|  Employer offers plan, notincluded 487,800 15%
Table 1, 1.2 million worked | gelf.employed without plan 308,191 9%

for employers who did not
offer a retirement benefit: Source: Boston College Center for Retirement Research calculations from Current Popula

the balance of 487.000 work Supplement 2015 (reflecting 2014 calendar year data).

for an emplc_Jyer _'Pat offers a Note: Weighted using the Current Population Survey, March Supplement weights. Worke
LIt I y 0 dzil R2 y Qmilitary, are not unpaid family workers, and are in the pension universe. Includes both priv

partiCipate in the plan’ Or are sector workers. All public sector workers are considered as working for an employer offer
selfemployed without a

plan (308,000%8

25Employee Benefit Research Institute, unpublishéskasitthe 2004 Survey of Income and Program Participation Wave 7 Topical
Module (2006 data) for workers earning between $30,000 and $50,000, 2006, as cited in AARP Public Polieyctesifiute Fact Sheet
Workplace Retirement Plans by Race raniyfEtabruary 20tp://www.aarp.org/content/dam/aarp/ppi/2017
01/Retirement%20Access%20Race%20Ethnicity.pdf

26Boston College Center for Retirement Research. (2016). Calculations from Current Population Survey, Mardre&imgplement 2015 (re
2014 calendar year data). Note: Weighted using the Current Population Survey, March Supplement weigttse Wibitkeys are not i

not unpaid family workers, and are in the pension universe. Includes both private and public sector workenketdl reblic secto
considered as working for an employer offering a plan.
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Common reasons for workers
not being included in an
employer plan include
minimum term of service or
age requirements and part
time status ofworkers. Of the
487,000 Washington workers
whose employer offers a
retirement plan but are not
included, 42 percent worked
less than 40 hours a week.
The same proportion of self
employed workers without a
plan worked less than full
time (42 percent).

FIGURE 7: Employee Coverage Rates by Employer Size, Washinc

100+ employees |GV N

50 to 99 employees IS

10 to 49 employees |220GNIN - W
Fewer than 10 employeesSGIIE: 220
ol o 61% |

0% 20% 40% 60% 80% 100%

m Covered ® Uncovered

Employer size matters when

it comes to employees I‘lavmgSource: Boston College Center for Retirement Research calculations from Current Popt

acc_ess toa re_tlrernent plan' March Supplement 2015 (reflecting 2014 calendar year data).
As illustrated in Figure 7, as

the size of the firm decreases,
so does employee coverage.

_ o Table 2. Distribution of Uncovered Workers by Metro Area, 2014
While definitions of what

02 Yfé l:]A U dzu SQéV b Total |Number of Number d Percent
vary, for this .reportu a Metro Area Employed Covered|Uncovere(
employers with fewer than Uncovere(
100 employeesincluding sole Workers| Workers| Workers
proprietors and the self Mount Vernon-Anacoftes 117,123 37,995 79,128 689
employed?’ Kennewick-Richland 159,610 62,754 96,854 619
Fully 1.4 mill ¢ loved Portland-Vancouver- 211,318 77,480 133,839 639
ully 1.4 million of employe ] ) 0
workers were employed by Spokane 246,491 1229771 123,474 50
firms with fewer than 100 Other/Non-metro 602,232 210,524 391,70§ 659
employees in 2014, Seattle-Tacoma-Bellgw#,968,406 782,486 1,185,920 609
representing 43 percent of Total 3,305,140 1,294,214 2,010,926 619

working Washingtonians. Of
those, more than half (52
percent) worked for an
SYLX 28 SNJ GKI
retirement plan.

2ZIper

Retirement Readiness

Was hi ngt on 6ty pobicy esthblished ;n RCW 43.8339.732.

Source: Boston College Center for Retirement Research calculations from Current P¢
March Supplement 2015 (reflecting 2014 calendar year data).
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Employers cite costs and complexity as the primary reasons to not offer a retirement plan to
employees. Understandingly, then, smaller firms are less able to nawigats and

FRYAYAAGNI GAGS O2YLX SEAGASAD ¢KAA& -émploykdNBS & dzY | ©
G2N]J SNE YR LINPLINASG2NR ¢AGK2dzi | NBGANBYSyI
uncovered employed workforce.

Coverage estimates forgedgh,JK A O adz aSia 2F 2 aKAy3d2yQa 62N
because the data used for these estimates are based on surveys that are unreliable for localized
analyses. That said, Table 2 shows that the SeattmmaBellevue metro area is home to 1.18

million uncovered workers, about 60 percent of its employed workfoftecoverage gap

appears to be the lowest in the Spokane metro area, where 50 percent of employed workers

lack access. On the other end of the state, the relatively small Mount Veknaoates metro

I NBF L2ada GKS adrisSQa KAIKSal O2¢0SNI 3IS Ik LI I
gap of 61 percent.

Table 3 on the following pagesxamines the extent to which employed workers have coverage

by key demographics, such as age, race, and education. Minimum age requirements are a
significant reason why younger workey400 percent of those under 18 and upwards of 90

percent aged 18 to£¢ are excluded from employesponsored retirement plans. However, the
YF22NRG& 2F @2dzy3ISNI dzy O2FSNBR 62NJ] SNBA 6SNB SY
2014 (76 percent of workers under 18 and 67 percent ageé4)8

About onethird of older urcovered workers are sefmployed without a plan, a level not
20aSNISR F2NJ @2dzy 3SNI 02 K 2 NI acthose aged 63€witteR dzLJ> A
highest rates of worker for employers that offer plans but are not covered by those plans. More
research would be required to accurately attribute causes for this: How many elder workers are
uncovered by choice (optirgut of an employer plan) versus not being qualified for the

employer plan?

With regards to race and ethnicity, the variation in ovevalrker coverage rates is minimal

among all races, with the uncovered share ranging from 58 percent for Whites to 63 percent for

. frO0l1ay 6AGK !'aAlya FYR GhGKSNE Ay GKFEG NI y3S
uncovered workers is substantiahigher: 79 percent® This finding is consistent with national
observations that Hispanics are particularly disadvantaged in terms of retirement plan

coverage®®

28This analysis uses race categories established baraceekhe US Cel
Survey respondents-sightify their race from the list provided. Faesmfrgasdiscussion in this section of the report, Hispanic is

construed as an Ethnicity made up of multipfeaeeesmmonly referred kagisx

2%See, for exampl e, EnpiogeBpBrsored RdiirameitPlanbAktcess, Uptdasings: Workers report barriers

and opportunittes Sept ember 2016.
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Perhaps the most direct relationships illustrated in Table 3 is that between educatidraleye

G2N] SNI O20SNY IS 2 aKAy3Id2yQa 62NJSNB gAGK S
most substantial coverage gap at 89 percent. Just 48 percent of employed workers with a

ol OKSf 2NDa RSAINBS 2N KAIKSNI 6SNB dzy O2 3SNBR®

Table 3. Uncovered Workers by Demographic, Washington, 2014

Total 3,305,140 2,010,92 s 61%
Gender
Male 1,768,954 1,095,822 629
Female 1,536,186 915,10 msm——— 60%
Age
Under 18 26,219 26,21 e 100% b
1810 24 375,267 337,23 mssssmmms 90%
25t0 54 2,118,553 1,197, 38mmmmmm—— 57%
55 to 64 589,68[7 293,94 mmmmm—— 50%
64+ 195,414 156,13 messsmn 80%
Race
White 2,401,210 1,389,1 3 58%
Black 106,29)/ 67,18 e 63%
Asian 248,734 150,34 s 60%
Hispanic 385,52]1 303,71 m—— 79%
Other 163,378 100,55 mm— 62%
Nativity
Native 2,724,441 1,597 Sommmmmmmm— 59%
Foreign-born 580,67P 413,37 m——— 71%
Education
Less than HS 257,39 228,84 NE— 89%
High school only 780,04(7 530,11 e— 68%
Some college 1,013,014 652,73 mm— 54%
Bachelor's or more 1,254,692 599,23 mmmm——— 48%
Number of employers
Single employer 2,887,024 1,723,2 e 60%
Multiple employefs 418,11p 287,65 — 69%
No tax filing (under $4,000 income)
Not filing | 147,610 140,87 —05%

Source: Boston College Center for Retirement Research calculations from Current Population Surve
2015 (reflectina 2014 calendar vear data).
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Firms

In 2014 Washington had 178,546 business entities, referred herein as firms. Of those, an
estimated 131,231 (74 percent) did not offer retirement savings plans to their employees. Of
those, the vast majority of them (129,154 firms) had fewer than 100 ensgleyClearly, this
reinforces the finding that employer size is a leading inverse driver of retirement plan coverage.

Another dynamic in employer provision of benefits is tengtbe number of years since a

FANNVQa Saidl of AaKYSy &art-upsNabighlade byingtde smallinR@nver A & G K
of employees, require years of operation before provisioning more than rudimentary employee
benefits. Table 4 illustrates that 15 percent of all firms not offering retirement plans are under

two years old. Tis group of newer firms employed 6 percent of the uncovered workers in 2015,
adzA3SaidAy3adr GKSys:s GGKFG GKS GSydz2NBE aLINRof SYE A
Washington.

When examining coverage rates by metro area, two observations stanahoutall for further
AYIljdZANE 0Se@2yR GKS OF LI 60 Af A (-mn&rd areaFardhémedo ad (i dzR &
substantially lower share of firms not offering retirement plans (52 percent) than metro areas

(77-85 percent). Second, the share of firmghout plans is disproportionately higher in the
SeattleTacomaBellevue metro area, which is home to 56 percent of all firms but has 62

percent of firms without coverage. These figures are in Appendix B.

The Great Recession: Change in Coverage Rates

Table 4: Number of Firms Not Offering Retirement Plan by Size and Time in Existence, 201

Under 2 Years of Existence 2+ Years of Existence
Firms Ng Employee Firms Nof Employeg
: : , Offering| without : Offering | without

Size of firm Total Firms_ . ; Total Firms_ _

Retiremel Retiremer Retiremen Retireme

Plan Plan Plan Plan

Fewer than 10 employees 23,369 18,426 53,388 110,376 87,029 252,16
10 to 49 employees 1,767 1,171 16,21 31,006 20,541 284,46
50 to 99 employees 83 42 3,036 3,800 1,946 139,69
100+ employees 50 13 2,851 8,095 2,064 463,13
Total 25,268 19,651 75,484 153,278 111,580 1,139,44

Source: Boston College Center for Retirement Research calculations from U.S. Census Bureau Longitudinal Business [
2013 calendar year data); U.S. Census Bureau County Business Patterns, 2014; and Current Population Survey, Mar
(reflecting 2014 calendar year data). These data were then scaled by the number of firms with fewer than or more than tv
based on the Longitudinal Business Database. Affected firms uses the non-coverage rate for private, non-self-employed"
Current Population Survey, where the non-coverage rates are the same for both age categories. Affected employees sp
employees from the Current Population Survey that do not have a workplace-based retirement savings place offered by
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Through a partnership with the Schwartz Center for Economic Policy Analysis (SCEPA) at the
New School for Social Research, this section examines what happened to retirement plan
coverage rates for Washingtonians from the period immediately preceding that Rexession,
200406, to the most recent period for which data are available, 2064Readers should note

that this analysis and its data sources differ from those earlier in this section, which explains the
slight variation in total coverage estimates.

Overwhelmingly, workplacbased retirement plan coverage declined in Washington and
nationwide. The declines for both Washingtein.6 percentage points) and the rest of the U.S.
(-8.7 percentage points) are statistically significant. This is cause foerohecause the most
effective way for workers to build retirement savings is through payroll deduction in the
workplace30 In 201416 there was about 54 percent of working Washingtonians with access to
a retirement plan in the workplace, down from cloge@2 percent before the Great Recession.

Rates of retirement plan sponsorship typically increase as firm size increases. However, the
countervailing forces presented during the Great Recession pulled sponsorship down, even for
the largest firmgFigure 8) The Great Recession hit all classes of workers when it came to
reductions in retirement plan coverage in the workplgEegure 9) Privatesector employees,

union members and contragtovered workers were proportionately more affected, as

illustrated inFigure 10. Further research is necessary to attribute how much of these declines
were due to structural changes to the provision of employee benefits as opposed to those
caused simply by the fluctuations of the business cycle. However, lead researcBEIERA

FIGURE 8: Change in Retirement Plan Coverage FIGURE 9: Change in Retirement Plan Coverage Rates by £
by Size of Firm, Washington 2004-06 to 2014-16 and Union Status, Washington 2004-06 to 2014-16

size of firm (number of employees) Sector/Class of Worker

0% 0%
© 9 99 5 99 + e N ion
=2 S E ed r r er
= g or red
5 -5% 5 5%
= ] -5%
£ 6% £ -6%
2 g ’ 1% ct
O 10% 9% g -10%
o)) ) 0
I IS -10% 100
S -11%  119% = 10%
o o
g -15% S 15%

-17%
-20% -20%

Source: SCEPA Calculation based on CPS-ASEC pooled samples 2004-06 and 2014-2016. See Appendix C for detailed coverage changes for all di

30Segal Consulting. (Winter 28fiatg Retirement Savings Initiatives Do More than Enhance Retirement Security for Private Sector
Workershttps://www.segalco.com/media/29662841a pdf
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describe the observed declines kargely structural. Appendixdhows detailed coverage rates
by worker and firm characteristics for this period.

Other Factors Related to Workplace Coverage

Coverage, alone, will not solve the
retirement-preparedness gapecause
not all eligible workers participate in
workplace plans. In the next section,
the study lays out detailed facts about
retirement plan takeup rates for
different classes of workers and o

. . . Eligible but not
different size employers. But first, participating
there are other importanfactors that
affect the adequacy of workplaee
based retirement saving.

Figure D: Factors Affecting the Adequacy of Workplac
based Retirement®ing

Workplace retirement
plan coverage

Inadequatecontributions Leakages

1 Workers making inadequate levels
of contributions, by keeping regular
contributions at too low a dollar Suboptimal
amount or by taking an abundance v T
2T O2y iUNADb@ARLY aK?2 selections,

1 Included in inadequate EXCESSIVE fees
contributions are opportunity costs

of leaving employer matches on
l'fl K g l] I o f S o e y 2 ( Source: Department of Commerce illustration. Note: Size of concentr

. . intended to denote actual scale of factors or their impacts on retireme
matched contributions.

Leakages
1 Workers withdrawing savings before retirement through loans, hardship withdrawals, or
cashoutswhen they change job¥.

Suboptimal investmehselections and excessive fees

1 Workers, overwhelmed with choices and complexity, may select investment funds that
perform sub optimally compared to other investment options in their given plan.

1 Excessive fean poorly controlled plans deteriorate both the investment principal and
potential for compound returns.

31See leakage discussion abdonedefontribution planSources of Retirement IndemgloyerSponsored Plans
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Retirement Plan Participation Rates

Not all employees who are covered and eligible actually participate in retirement $léms.
Washington, about 16JS NOSy i 2F O2O0SNBR ¢2NJ SNE R2y Qi LI
nationwide. Naturally, workers will participate in retirement plans at different rates depending

on industry sector, income bracket, and life stage, for instance. Reasons that workérsysay

R2y QG LJ NIi A OA LJbéséd retingmeit glanandlexplofedimare f@llinh the next

section, which examines beliefs, practices, and attitudes towards saving for retirement.

Ofy20S3> 2 aKAy 3l 2 yimraasddlly NIiperéehtaglpaints frofm 2006 &hd
201416 (not statistically significant), bdiecreasedn the rest of the U.S. by a statistically
significant-1.4 percentage points.

Figure 11, Retirement Benefit Access andUplkates, Civilian WorkddsS, March 2016

. . Defined ; .
Defined Benefit c ibuti Full time workers Part time workers
27% of workers have ontribution 80% of workers 37% of workers have
58% of workers have have access access

access

access

Lowest 25% of Second 25% of Third 25% of Highest 25% of
average wage average wage average wage average wage
earners earners earners earners
44% of workers have 71% of workers have 81% of workers have 89% of workers have

990

Source: Bureau of Labor Statistics, National Compensation Survey, Table 2. Retirement Benefits: Accede-anrtitasat
civilian workers. March 2016.

32While this analysis focuses on workplsrkcoverage, worth noting is thétlonpercent of workers eligible forihRi&ilual
retirement accounparticipate in one. See Knoll, M.A. T2@1Rple of Behavioral Economics and Behavioral Decision Making in
Ameri cansd Ret i r.®onid SeturitpBulNeiinti@plso. Attpsd/iwvenissame//policy/docs/ssb/v70n4/v70n4pl.html
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Nationally, civilian workers those in private industry and state/local gonenent combined;

have a takeup rate of 78 percent That is, 78 percent of workers with access to a plan
participate. However, there is a divergence in participation rates for defined benefit (DB) versus
defined contribution (DC) plans: DB plans have ape86ent takeup while DCs are at 69

percent. The takaip rate divergence is even more pronounced whentfole workers are
compared to partime and when looking at averageage categories: the higher the average
wage, the higher the takep rate.

Workplace Coverage and Participation: Discussion

Thebody of work in the fields of behavioral economics and finansdeanonstrated

behavioral tools, or nudges, that are most effective at getting workers to save for retirement.
The basic requirements to reaehlevel of savings that meaningfully impact savings
inadequacies include:

1. Availability: More access to tdavored retirement saving vehicles in the workplace (i.e.,
increase coverage).

2. Increased participation rates for those coveretest achieved throug automatic
enroliment.

3. Optimize contributions and returns on investments by using features such as a default
investment rate, minimizing the number of investment fund choices, and automatically
escalating contribution rates over tin¥é.

Retirement Secuty Initiatives | State governments have incorporated these concepts into

policies aimed at increasing privasector workplace coverage andnpicipation.As of

September 2017, nine states have passed some form of retirement security legislation, and
another 23 states and cities have introduced legislatfoffhese initiatives are still in the

formulation and implementation stages; impacts and the relative merits of their differences

g2y Qi 06S NBFIfATSR T2NJ &@SIENB (2 O02YSoTHeR(il Af &
policies sort into four primary mdels.

1. Marketplace
Washington and New Jersey have similar Small Business Retirement Marketplace
programs. These programs establish online portals where employers and individuals
may comparison shop for leaost retirement savings plans. Participation isuvbary
for both employers and employeg& Conceptually, a variety of plan types may be made
available on state marketplaces, including, IRAs, payroll deduction IRA, SIMPLE IRA, SEP

33Bureau of Labor Statistics, National Compensation Survey, Table 2. Retirement Benefits: Access, papicipesiociydiad take
workers. March 2016.

34BenartzShlomo and Richard H. Thaler. (MarctB20&8)oral Economics and the Retirement Savir§si€niss1182153.
35Georgetown University, Center for Retirement I18itégiveiiatives Transforming the Retirement Savings Landscape
http://cri.georgetown.edu/states/

36 Comparison of Retirement Plan Design Features, by State: Massachusetts, WashingtorGamddéenwaelseyersity, Center for
Retirement Initiatives, State B, Movember 30, 2016 Update.
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IRA, and, potentially, Defined Contribution and Defined Benefits plandoiegs of
employers who select a plan offered on a Retirement Marketplace would be
automatically enrolled only if it were an ERISA plan providing for automated
participation. Otherwise, all employee participation would be on aniogdiasis.

2. Prototype Plar#’
Prototype plans are prapproved plans by the Internal Revenue Service under the
Master and Prototype program. This consists of a basic plan document containing non
elective provisions, an adoption agreement containing elective provisions that an
adopting employeselects, and a trust or custodial accodhiMassachusetts is the only
state to establish this type of plan for small aprofit employers.

3. State Multiple Employer Plan (MEP)
In June 2017, Vermont passed legislation to createlantary open multiple employer
plan (MEP) supplemented by a retirement marketplat&he MEP establishes a single
401(k) type plan to be overseen by the statehwaiversight by a sevemember board
chaired by the state treasurer. The plan will be available on a voluntary basis to Vermont
employers with 50 or fewer employees not offering a retirement plan to their
employees, and to seémployed individuals. Emploge who work for employers that
opt into the MEP will be enrolled in the plan automatically, but can opt out if they
choose.

4. Automatic IRA
Variously referred to as AutliRAand Secure Choice, this model combines a
requirement that employers without a plan automatically enroll their workers in a state
sponsored or statgrocured payroll deduction IRA. Covered workers caroyptof the
plans. The plans will implement elementstioé automation features to help increase
participation and contributions: automatic enrollment, automatic default to a certain
contribution level (some with autescalation over time), and automatic default into a
specific investment fund. Five states hadopted variations of this model: Oregon,
California, lllinois, Connecticut, and Maryland. The city of Seattle is the first city to
officially consider an auttRA policy; legislation is in process as of fall 2017.

371bid(36)

38|nternal Revenue Service, TypesAppiaved Retirement Plaitgs://www.irs.gov/retireiplans/typesfpreapprovedetirement

plans

39Vermont S. 135, an act relating to promoting economic development, Sec. C.1. The Green Mountain Secure Retirement Plan.
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Retirement Income Adequacy

There are mnywaysto defineadequate retirement incom® This study takes the approach of

LI F OAy3 NBIGANBYSyYyld AyO2YS | RSljdzr 08 Ay GKS O2y
wellbeing. Financial wellbeing in retirement is determined by estimating whegibs¥

retirement incomestreams are sufficient to cover basic living expenses without having to

forego necessary expenses.

This section looks at two distinct sets of data to understand how Washington residents are
doing in terms of retirement income adegay and financial wellbeing. The first is an
examination of basic living expenses usingHder Economic Security Index for Washington
seniors produced by thNational Council on Aging and The Gerontology Institute, University of
Massachusettd8oston The second is a limited forecast of expected income replacement for
Washington workers closest to retirement age produced by the Schwartz Center for Economic
Policy Analysis (SCEPA) at the New School.

Readersare cautioned that the postetirement income ad expense data sets presented here
have distinct limitations and cannot be compared sijeside.

PostRetirement Costs of Living

Elder Economic Security Index || & K A y HderZEgofidinic Security Inadfers a

conceptual framework for understanding the expenses faced by senior individuals and
K2dzaSK2ft Rad ¢KS AYRSE YSI &adaNBa I aYIFINJSG ol af
make up the total monthly cost to live with a reasonable quality of litbaut having to go

without necessities. The index represents seniors that live independently in the community, are

no longer working, and are aged 6%¥pendixEprovides a detailed index table and

definitions.

For the average senior person aged 65+dadyhealth the baseline for annual expenses is
$21,372 for homeowners without a mortgage, $24,408 for renters and $33,756 for mortgage
holders. Indices are adjusted accordingly for elder couples such that for the average
Washington couple in good healthxmenses are $32,604 for homeowners without a mortgage,
$35,640 for renters, and $44,998 for those with mortgages. As a point of reference, the average
annual Social Security retirement benefit in Washington was $17,078 in 2016.

Fifty percent of Washingtoseniors own their homes outright, 22 percent are renters, and 28
percent are mortgage holdefd.Of note is that only 25 percent of U.S. households agefi65

40GAO. Retirement Secuvigst iduseholds Approaching Retirement Have Low/I8ayifg45.
4Wider Opportunities for Women. R@iEt)Economic Security Initiative: The Elder Economic Security Standard Index for Washington.
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with mortgage debt have

enough assets aside Figure 13: Minimum Annual Income Levels for Retirement Financial Wel

from their retirement Elder Economic Security Standard Index, Washington Statewide Averag
savings and Social
Security to cover their m Elder Person (age 65+)  m Elder Couple (both age 65+)
mortgage debt, &5 0 000
T $44,988

indicating that these
Americans are headed

$40,000
for retirement with $32,604 335,640 $33,756
problematic housing
debt.*? o $24,408

$21,372

Income Replacement; | %
Defined Benefit and 50%of WA 22%of WA 26%of WA
Defined Contribution R seniors seniors seniors

Income Replacement
Rates [Howmuch Owner wio Mortgage Renter Owner w Mortgage
incomea personshould
expect to liveon after

stopping workis often
expressed in proportion  Note: For additional information Brittkter | ndex, see the Geront
P prop Security Standard Index. U.S., state anden@liitider Index data can be viewed and downloade

Source: National Council on Aging and The Gerontology Institute, University of Massachuse
Economic Security Database

to their preretirement Economic Security Database. The &) whedevelBped
income, theirincome by the Gerontology Institute at the University of Massachusetts Boston with Wider Opportuni
replacement rate(IRR.) and is maintained in partnership with the National Council on Aging.
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well-being.

Income streams from many sourcesplacean ind\ @ A Rpdetetiredn@nt income These
streams includésocial Security, defindaenefit or pension plan distributions; IRA distributions;
cash streams from assets like rentals or royalties; and earnings in the form of f¥afjes.|IRR
calculation shows theate at which retirement asset®placepre-retirement cash flow after
adjusting for taxes, savings, and age and/or wallated expense$! The IRR is a tool to help
estimate potential retirement savings shortfalls and set savings goals.

The target IRRyowever,is anything but standard: recommended rates range from 65 percent
to 95 percent depending ohow preretirement earnings are measur@and on expectations

42See Appendix BCEPA Washington Report, Table: HousefR@trsiment Financial Assets and Mortgage Debt in the US.
43GAQG15419. Report Retirement Seddost. Households Approaching Retirement Have LowM&adags.

44VanDerhei, Measuring Retiremendime Adequacy: Calculating Realistic Income Replacentempkstss Benefit Research
Institute. Issue Brief No. 297. September 2006.
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about retirement standards of livingndlifespan?® A common rule of thumb is that total
annud retirement income from all sources should replace about 70 percetiteofastpre-
retirement annualearnings for an average worker and up to 90 percent for lewage
workers46

Projected Income Replacement 1ape 5: Retirement Plan Coverage, Plan Balances, and

F2NJ 21 aKAY I 2Y QprojdcdHletrdif IncormeS\Wrorkers Ageds Washington.
55-64 | Commerce partnered 2014

with the Schwartz Center for
Economic Policy Analysis (SCEP
to model income replacement
ratesF 2NJ 2  AKAYy 3i2
population aged 5%4.

Because of data limitadns, his
is a conservative and narrowly

construed set of estimates:

Retirement incomestreams and None 419 $0 0%
replacement rates are estimated |DC only 429 $6,004 109
for only Defined Benefit (DB) and

Defined Contribution (DC) plans; |PB only 6% $25,20( 339
they exclude income from DB & DC 119 $37.,20( 570

Individual Retirement écounts Source: SCEPA Calculation based on CPS Annual Earning File 2013 and SIP
(IRAS), norretirement financial
assets, Social Security, and cash Notes: 1Assumeworkers retire from their current job at age 65, and receive a C
. . of 1.5 percent of salary for each year of sehgsem@ghat 401(k) participants
public assistancé. contribute 6 percent of salary, plus a 50 percent match, if they are not also co\
plan3) Assumea 4.5 percent real rate of return on plan assets, zero percent rei
: growth, and that plan participants draw down DC wealth at retirement at 44)erc
In (_)ther WOI’C!S, the fOIIOWIng are Some workers covered by only a DB plan have IRA plans as avesfibwf poibr
estimates forjust one of the DC employment or direct contritAgganmeno future direct contributions to IRAs. |

com ponentsnf the retirement Calculations @placement rates for older wanigthie to the difficulties of projectir
. contributions, leakages, and returns over many decades.
income stack.

Table 5 shows thahat 41 percent of | & K A y\i#likérsiviodare closest to retirement

K @Sy mdjectedyfatirement income from DB or DC plaRsrty-two percentin this age
group haveDCplansthat areprojected toreplacea median of jusfiO percent of preretirement
income.Even when other components aétirement income are added, the income

BSECGO6s Of fi ce o fPerdpdctiveslomRetrasnent Readiedss in theaUnited States: A Db Bap2016.
https://www.sec.gov/advocatgatefs/whigapers/retiremeatdineswhitepaper.pdf

46Biggs, A., Springstead, G. Social Security Office of Retirement and Disbititgtielileasures of Replacement Rates for Social
Security Beefits and Retirement Inc@ueial Security Bulletin, Vol. 68, No. 2, 2008.
https://www.ssa.gov/policy/docs/ssh/v68n2/v68n2pl.html

47For a more robust analysis usigdaith, see Sahdssler, et ahre Washington Workers Ready For Retiremenifi Pltand
Sponsorship, Participation and Preparedness
http://www.economicpolicyresearch.org/images/docs/research/retirement_security/SCEPA_WA _report_March_2014.pdf
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retirement age

The outlook is betterdr the 6 percent ofvorkersin this cohortwith a DBplan; theincome
replacemen rate is 33 percenat the median. Ad forthe 11 percentwith both plan types, the
median incomaeplacement rate is 57 perceqtthe best case scenario produced by this
model

The type of retirement plans that result in the greatest income replaceamegesc DB plans

alone, or DB plans combined with DC plghsNBE & OF NOSf & | @gFrAflofS G2
percent of younger Washington workers aged42bwith workplace coverage have access to a

DB plan (including DBs combined with DCs), compar@8 percent of workers aged 5 48

Further, plan participation rates differ by plan type; the previous sealmwedthat DC take
up rates are under 70 percent, where@8 plans are near 85 perceitiakeup rates are lower
for younger workers, and dgbese figures degrade for younger cohorts of the workforce.

AppendixD provides a detailed table with modektimates andindings.

Retirement Income Adequacy: Discussion

Generally, aetiree needs to be able to replace about-B0 percent of annual preetirement
income to maintain fiancial wellbeing into old ag@hesequence of facts explored in this
section tells a concerning, albeit incomplete, story that Washington workers are not atisdygu
preparing for retirementTwo especially concerning factors surfaced

Mortgage Debt| Home ownership is an important form of wealth for retiring households,
secondary to Social Securf§The amount of mortgage debt remaining in retirement could
force senior households to stretch their retirement income further, and be a lost opportunity to
annuitize or draw down equity in order to have more incotfe.

Retirement Income from DC PlafsTheY' I 22 NA G & 2 F 2 | & Ketingredt2 y Q& O dzNJ
working popuation ¢ 83 percentc have little to noexpectedretirement income fromDC plans.

The data ifiTfable 5previous page$uggestdurther researchs neededon total net worth,

including liquid and other assets, in ordergain the full picture of what level of income

Washington preretirees can expecilhe dataalso poinsto questions about how well DC plans

help workers prepare for retirement when compared to the past predictability and security

inherent in DB plans.

48 SCEPA calculations for Washington workers based on CPS Annual Earning File 2013 and SIPP 2014.

49Dushi, 1., Friedberg, L., WelWhaAt is thimpact of Foreclosures on Retirement Seentéyor Retirement Research at Boston
College. November 2010

50ibid
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Financial Capability: Beliefs, Attitudceesd Practices

An array of factorsiinder saving
for retirement, from the lack of

Figure 14: Concerns most frequently cited in-epdad
guestions on selieported financial challenges (by family

workplacebased retirement plans
and fewer elders modelingood
savings behaviorso excessive
consumerisnmandincome volatility

This section explores highly
gualitative and variable beliefs,
attitudes and practices as they
relate to retirement savings
behaviors of Washingtonians.
Qurvey-basedfindingsare usedo
identify barriers to saving for
retirement, andto understandthe
importance of generational
differences in abiliesto build

income), U.S., 2016

Panel A. Respondents with a family income less than $40,000
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Financial Concernsfinances are
the number one worry of
Americans, who often lack financial
knowledge and role models. Sixty
five percent say that financial retire
industry terminologys not user
friendly, and many feel that :
discussing personal finances is a
social taboo®!
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51Merrill Lynch Retirement Study, conducted in partnership with Age Wasacé0h7Retirement: New Challenges, New. Solution

Retirement Readiness 27



Thetypesof financial concerns faced by households vary depending on socioeconomic status,
as demonstreed in Figure 14in which word clouds show the most frequinéxpressed

concerns in the largest print. Families with incomes below $40,000 are most concerned with
short-term expenses, such as paying rent and buying food. Health care is most common in the
lower- and middleincome groups, while longegerm financialrisks relating to retirement or
education are most prevalent in the uppgrcome group.

The way that Washingtonians manage their finances indicates a lack of financial capability: In a
2015 study of financial capability, an estimatEslpercent of Washigtonians spend more than

they earn and 41 percent broke even; so, fully 56 percent of residents were not able to save
money.5?

In the same survey, 3fercent ofWashingtonians neorted using highnterest borrowing

methods like payday loans, while Bércent increased their borrowing costs by only paying
minimums on credit cards during some months. Evidence of shortcomings in financial decision
making shows that 58 percent of Washingtonians do not compare offers or collect information
from more than o company when shopping for credit cafds.

Volatility | In addition to low levels of financial capability, income and expense volatility make
it more difficult for households to cover the full range of their financial n€éds.

From 2013 to 2015, the medial.S. family saw a 29 percent change in total expenses from
month to month, and almost four in 10 households had large medical, tax, or auto repair
payments at some point within a @onth period> A 2015 Pew Charitable Trust survey found
that 60 percentof American households experienced a financial shock over the previous 12
months. Financial shocks are losses or expenses that are irregular, including from unanticipated
reduction in pay or work hours, job loss, iliness, injury, death, or a major howeharie

repair>®

Forty-four percent of respondents to the 201%urvey of Household Economics and Deeision
makingreported that paying for a hypothetical emergency expense of $400 would be
challenging and they either could not pay the expense or would neé&drrow or sell
something®’

Out-of-pocket expenses for healthcare is a category of emergency expenses that concern many
individuals® As of 2015, approximately 24 million Americans adults were carrying debt from

52FINRA National Financial Capability Studyhi{@d1&yvw.usfinancialcapability.org/results.php?region=WA

53|bid(FINRA)

54See footnot@ PMitchell)

55 See footnot@ PMitchell)

56The Pew Charitable Trusts. (OctobefM2@1Bple of Emergency Savings in Family Financial Security. How Do Families Cope with
Financial Shockst®p://www.pewtrusts.org/~/media/assets/2015/10/esaenygseporl_artfinal.pdf?la=en

57See footnote 10 (Fed Report)

58Board of Governors of the Federal Reserve System. (Rap@0bn)the Economic-Béatlg of U.S. Households in 2016.
https://www.federalreserve.gov/publications/fileg2@t6nomiwellbeingushousehold?0 7 05.pdf
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medical expenses incurred over the pi@ys year. In the same year, an estimated 20 percent of
Washingtonians reported carrying medical débt.

The burden of financial anxiety and volatility substantially increase financial fragility in
Washington households and cast a long shadow on hopesfodial security in old age.

Savings for Retirement: Practices, Beliefs, and Attitudes

Il LISNE2YyQa fS@St 2F FAYIYyOALf (y2¢6tSR3IS I FTFSO
from DB to DC plans increasingly puts pressure on workers to take actions to secure their

own financial futures, while at the same time consumer financial products have become more
sophisticatec?® The range of investment vehicles, tools, and choices is staggeringlfaidirals

and employers alikeAmong Americans o are savings with setfirected retirement accounts,

53 percent reported that they are either not comfortable or only slightly comfortable in their

ability to make the right investment decisiofisFifty-six percent have not tried to figure out

how much noney they need to save for retiremeftln 2015, 63 percent of Washingtonians

could not correctly answer three out of five financial knowledge questions atmupound

interest, inflation, and risk and diversification correcily.

Indeed, the equationrequNB R F2NJ I LISNE2Y 2N) K2dz&aSK2f R (2 °
08 NBGANBYSyd O2YoAySa GKS O02YL)X SEAGe 2F RSGS
requirements with reatime savings contribution amounts, investment decisions, returns on
investments, nflation, income tax liabilities, life expectancy, and the annuitized value of

earnings, assets, and savings minus debts.

In the summer of 2016, AARRashington surveyed 1,000 Washingtatultsabout their
beliefs, attitudes and practices related to saving for retirement.

More than half (55 percent) of respondents reported they are very or somewhat anxious about
their retirement security, and this figure was about the same for each generqtidiiennials
(aged 1834), Gen X (aged &) and Boomers (aged &Hl).

¢CKS (2L NBlFrazy 2FakKAy3idz2yAlya NBLRNISR (G2 !'!w
currentfinances, but there are differences in financial stressors for each generatimtrated
in Table 6. Millennials cite a larger array of reasons at higher rates than the other generations.

59FINRA National Financial Capability Studyh{t01&yww.usfinancialcapability.org/results.php?region=WA

60See footnote 5 (Lusardi).

61Board of Governors of the Federal Reserve System. (Rap@0bn)the Economic-Béatlg of U.S. Households in 2016.
https://www.federalreserve.gov/publications/fiegt2@t6nomiwellbeingushousehold®01705.pdf

62Georgetown UniverstgCourt School of Public Policy Center for Retirement Initiative$VRasDeast&INRA Tell Us About the
Financial Capability of Americans in Retiferd@nt#tp://cri.georgetown.ectdment/uploads/2017/05/Infograpbiz. pt?

63See footrie 58 (FINRA).
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Table 6Reasons for Not Saving More for Retirement by Genanéisimngton, 2016

_ . Millennial  Gen X Boomer
Reasons for Not Saving More for Retiremen

(age 18-34 (age 35-5C (age 51-64
I'm more concerned about my current finances that retirenjent 63% 55% 43%
I'm paying down debts 52% 53% 48%
| can't afford to save more 49% 53% 41%
I'm paying for education expenses 46% 35% 28%
| don't have specific retirement goals 45% 32% 27%
Retirement seems so far away -- I'll get to it later 40% 20% 15%
| spend too much money 35% 32% 26%
I had an unexpected medical expense for myself or a family membe24% 23% 30%
| have too much job uncertainty 22% 20% 20%
Something else 18% 20% 21%

Source: AARRashingtd?016 SurveRReady or NoRetirement Readiness among Washington State Aduiés! Agése18
Workforce

Respondents to the AARP survey revealed paradoxical attitudes towards their retirement
security.

2 KAETS pp LISNDOSYild alAR (KSeQNB FyEA2dzaA 6 2dzi N
respondent group expressed that they are at least somewhat confident or extremely/very

confident they will be able to retire and no longer work. This appears to besginaéional goal:

lY2y3a (K24S K2 | NBE O2yFARSYyld GKSe gAftf NBIGAN
g2N)JAy3 a2YSRI&: a2 L gAfftdéd hGKSNI ljdzSadAz2yl o
a business in order to get extra money (34 petyand winning the lottery (9 percent).

TheparadoA y ! ! wt Qa FAYRAyYy3a Fist &ygpie high/ldvels ofiagxiety 2 (i K S N
about retirement and low savings balances, Washingtonians expect to retire young. The

average age Millennials respdents think right for retirement was 62. For Gen Xers, it was 64

and age 65 for Boomers. Note that the age for full retirement benefits from Social Security is 67

and longevity gains expect the average American to live to 81 (men) and 87 (women) by 2040.

Retirement Readiness 30



FIGURE 15: Reasons Why People are Confident They Will Retire Among Those
Extremely, Very, or Somewhat Confident, Washington, 2016

e e I 2
someday, so | will 2%
Saving at my current rate
e e 71
save enough for retireme

I will invest in a company th
will have returns for my invest

I will get a job in the futu 0
that has retirement bene_ 44%
I've already save much o_ 36%
the money needed for retire 0
| plan to start a business w_ 349
will give me extra money 0

I will inherit a large amount of m- 15%

44%

will win the lottefiJl| 9%

Source: AARRashingtd?016 SurveRReady or Not? Retirement Readiness among Washington State Agdlis Ag
the Workforce

Second, respondents indicated that they expect most of their retirement income to come from
personal savings and retirement plans (401k, IRA, etc.), yet three in five of these workers have
YSOSNI OF f Odzf SR K2g YdzOK Y2yiSe GKSeQff ySSR
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Financial Capability: Discussion

Washingtonianglearlyare overwhelmed by financial stressors and complextiasd their
financialdecisionmakingis hampered because of it.

When considering how to increase consurfiaancial wellbeing, e field of assetbuilding
offers ahelpfulframework that models a progression from financial educatemproving
understanding; to financial literacy; using knowledge and skisto financial capability the
ability to act onthat knowledge combined with opportunities to gEigure B).

The preferred model for increasing financial capability is to integrate services into existing
programs and places, such as in the workplace, commiaised organizations, and human
servicesagencie$* The extent to which this level of integration is being implemented varies
down to local and regional levels across the nation. As its definition states, in order to truly
achieve financial capability, individuals need both &dity to act andopportunitiesto do sog
meaning that financial capability requires access to real financial products and services. In other
words, progress in this area requires a partnership between households and the financial
services industry that serves them.

FIGUE 6. Components of Financial Capability

FINANCIAL CAPABILITY

19 The ability to act (through
knowledge, skills, confidence, and
motivation) and the opportunity

1) The ability to use to act (through access to quality
to manage financial resources financial products and services).
effectively for lifetime financial

The process by which financial security.
consumers i1 their

ing of financial

products, concepts and risks and

through information to manage

their financial resources,

Source: Prosperity Now. A Federal Policy Blueprint to Clegmthied=\Véealth Gap. September 2016.

64See, for instance, Prosperity INgrating Financial Capailify7) and US Department of Health and Human Services (2015):
Building Financial Capability: A Planning Guide for Integrated Services
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Fiscal and Revenue Implications

lY2y3a GKS o0F Ol RNRLI 2F O2 yrddin$deniodppulation) higinfad = 2 | &
levels of preretirement savingppor financial capability, andeteriorating net assets could

result in a substantial financial burden on Washington state taxpagete near future A

population inadequately preparefbr retirement will increasingly rely on public assistance

programs while experiencing a declining standard of living.

After establishing populationtrends2 NJ 2 A KAy 32y Qa aSyA2NBR>X GKAa
from recent studies of the fiscal impaai§retirement savings shortfalls and implications for
states.

Factorsaffectingthe costs of Lond erm Services and Supports (LTSS) to Washington seniors

are evaluated to provide a deepekplorationof potential fiscal impact€stimates from the

sectin on retirement income adequacy are generalized in relation to program eligibility and

the private cost of care in order tuighlightthe dual negative impacts of savings shortfalls

iy ONBFaSR NAal 2F RSOf AyAy3 alcouglédlwitiingreage f A A Y
fiscal impacts on the state.

Thefocusthen shifts totax revenue implications for the stat®ostretirement household
spending patterns are explored in the context@ashingtof2 @x structure which relies
significantly on r&ail sales and use taxebwo scenarios play out extreme examples of
retirement savings shortfalls to illustrate revenue impacts.

Factors outside the scope of this analysis that could shape future fiscal outcomes include:
1 Changes to Social Security Ine(8SI) entitlement fundirf§
1 Potential impacts to Medicaid and Medicare funding at the federal [&vel.
1 Increasing prices for healthcare and the consolidation of the healthcare m&rket.
1

Capability of younger generations to provide unpaid care serviceagiag populations
68,69

65 AARP Public Policy InstitutgugA2013). Fact Shiéghy Social Security and Medicare Are Vital to Older Americans in Washington.
http://www.aarp.org/work/ssetalrity/infb0-2011/Soci@ecuriedicardmportane8tateProfiles.html

66 Congressional Budget Office. (June 29l @0dé&jJ.erm Effects of the Better Care Reconciliation Act of 2017 on Medicaid Spending
https://www.cbo.gov/publication/52B8%see, CongressionagBu@ffice. (May 24, 200@%t Estimate. H.R. 1628 American Health

Care Act of 201ttps://www.cbo.gov/system/filestbhtles@0172018/costestimate/hrl628aspassed.pdf

67 Statement of Paul B. Ginsburg, Ph.D. Health Care Market ColmphgatonSosts, Quality and Access. California Legislature
Senate Committee on Health Informational Hearing. March 16, 2016. https://www inauiengspdads(2016/07/Ginsburg
Californi®&enateHealtiMar161.pdf

68Redfoot, D., Feinberg, L., étphs (2013he Aging of the Baby Boom and the Growing Care Gap: A Look at Future Declines in the
Availability of Family Caregit@®P Public Policy Insthttie//www.aarp.org/hdaneily/caregiving/ia&2013/thagingofthebaby
boormandthegrowingaregapAARPppitc.htmlAlso see; AARRregiving in the U.S. 2015
http://www.aarp.org/content/dam/aarp/ppi/2015/éatbgivitigestates201 5reporrevised. pdf

69Washington State Department of Social and Health Services Report to the Legislaturéedsibilayy20dy)of Policy Options to
Finance Lorierm Services and Supports. ESSB 6052, Section 206(14)(a).
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percent of our populationin 2016 to 22 percent by 20481n real terms, the senior population

will more than double by 2040, growing by over 900,000 as Baby Boomers reach retirement

and grow into old age. The proportion of our most vulnerable seniors aged 85+ will surpass

those in their midto late-60s by 2027. And the composition of our older populationgsag, in

that the oldest of the oldwill make up the majority of seniors by 2038.

FIGURE 17: Senior Population Projections, Agsdtd 85+, Washington 20040
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Source: Washington Department of Commerce calculations from projedigdrpsulbtisined by the Office of Financial Manage

70Office of Financial Management Forgé&a&esearch Division. (February 2017). November 2016 Forecast of the State Population.
http://www.ofm.wa.gov/pop/stfc/stfc2016/stfc_2016.pdf
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economically concentrated in

lower income brackets, witb4 350,000 350
percent falling below an annual m Population Aged 65+
income of $50,000 (Figure3 300,000 0 30%
$ (Fig L 29% @ Percent of age 65+
_ _ 250,000 25% 25%
Recent Fiscal Impact Studies
200,000 20%
for the U.S. and States - 3 TP
_ N 150,000 15%
Modeling the complexities of
NBEUANBYSYU Ay Oz 100000 “10% 10%
A O v 2 . ~
)\Y_LJI Ou a 23/_ I a K. 50,000 50
assistance programs is beyond
the scope and resources this 0 0%
study. Fortunately, there exists a Upto $25,000- $50,000- $75,000-$100,000+
set of findings from a recent $24,999 49,999 75999 99,999
group of studies that can be Source: SCEPA calculations usind @@i4rent Population Survey March

drawn upon to understand how  Supplement 2618.
Washington may be impacted.

WashingtorAARP Analysis An analysis conducted by AARP showed Washington would save a
total of $298 million from 2018 through 2032 on stdtended public assistance programs for
seniors aged 65+ if thewest two income quintiles of retirees had saved enough to increase
their annual retirement income by $1,000. When federal savings are combined with state
savings for the same period, the total savings to Washington would be $1.03 Hillion.

Using nationbbackground figureBom the same analysi® provide context, an additional
$1,000 in retirement income would translate to an average annual income gain of 20 percent
for the lowest quintile and 7 percent for the second quintile of guest-retirement senior
population’?2 Thismodel illustrated the extent to which increases in retirement income result in
reductions in public assistaa for different income levels:

1 Public assistance falls by 22 cents for each additional dollar of retirement income over

the first income quintile.

16 cents per dollar over the second income quintile.
3 cents per dollar over thmiddle-incomequintile.

1 cent per dollar for the fourth income quintile.

Zero over the top quintilé?

== =4 =4 A

71Shiflett, William and Catherine Harvey. (Mdya20EHeet: Washington Could Save $298 Million beéfspibave for their Own
RetiremenAARP Public Policy Institute

72Trostsel, Phillip. (February Z0&)Fiscal Implications of Inadequate Retirement SavingEha Maiversity of Maine Margaret
Chase Smith Policy Center.

731bid (Trostel).
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WashingtonSegal Consulting Analysisg narrowly-construed actuarial model constructed by
Segal Consulting estimatpstential state savings in Medicaid spendifoy workersif not
currently covered by eetirement planbegan saving in one

Their model showed that, if neoovered workers begaparticipating in a retirement savings

plan, 849 senior households in Washington would no longer rely on Medicaid @iveryear

period, translating to a total savings of $8.9 million to the stdt&/hen run over a 1Qear

period, the same model estimétd 2 F a KAy 33id2y Qa adl iS aSRAOFAR S
reduced by a total of $58.6 million (2016 total present value).

This study confirmed a positive correlation between increased retirement savings and a
reduction in state Medicaid spending by way of {omwome retirees gaining enough income
from savings to remove them from the poverty rolls.

Although savings are expressed as a number of senior housemtidslying on Medicaid for a
specifiedive-€ ST NJ LISNA 2RI (KA & R2Say¢®riaccysSMeadicailkK2aS K2c
rather, it means they willlelayaccessing Medicaid until an older age.

North Carolina|! &G dzReé 2F b2NIK /FNRBEAYIlIQa | 3IAy3ad LI Lz
rate of its low and middleincome preretirement population to3 percent could result in a total

savings of $448 million in state expenditures between 2018 and 2030, a savings of 8.25 percent

of Medicaid spend on residents reaching age 65 during that time pétiod.

The impacts estimated for North Carolina were mastrounced for lowemiddle income
O2K2NIad .28 AYONBlFaAy3d GKAa 3IAINRAzZIQa &l @Ay 33a N
of increasing savings from 0 to 3 percent on the lowasbme cohorts of preetirees did not

yield sufficiently large enough retirement income gains to meaningfully reduce costs to the

state through program eligibility reductions alone.

Utah | An analysis of the effect of individual retirement savings adequacy on direct
expendiures for select Utah programs found that a 10 percent increase in net worth of the
leastprepared third of Utahans turning 65 will save the state $194 million between 2016 and
2030 from a total cost of $3.7 billiof.

Fully 73 percent of these total publexpenditureg$3.7 billion)are projected to accrue to the
lowestincome third of the retiring populationfheUtah study also found that, if no action is
taken, 18 percent of new retirees during this time will retire with more debt than savings.

74SeghConsulting. (April 20E6)imated Offset Medicaid Cost Based on Increased RetiremilanSaeandsm to Sarah Gill Dated

April 29, 2016.

75Galbraith, Craig S. (December Z0iL63. ¢ a | Benefits of | ncr easngRapulatioveverSitgofi ngs Rat e
North Carolina Wilmington.

76Goodliffe, Jay et al. (January 206 ost of Retiring Poor: Cost to Taxpayers of Utahans Rétotaty®ddrC.
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The sudy concludes that taking measures to increase savings rates among the lowest income
near-retirees will result in the largest cost savings to the government; however, it stops short of
testing and advancing recommendations on what those savings ratesdsbeuo return the

best impact.

LongTerm Services and Supports

Washingtonians will be living longeelying onnadequate retirement incom while enduring

marked increases ioognitive issuesither residents will increasingly rely on public assistance
programs for theirlongi SN ySSRa 6KAfS RNI&AGAOFff& NBRdAzOA)
need innovative ways to contribute to the costs of support services without becoming

impoveristed.

Much workhas recently been done in Washingtahout the costs of Long Term Support

Services (LTS8)This section looks at elements of that work in order to magnify a tangible

example of the dual negative impacts of savings shortfalls: Increasedf ieclining standards

2F fAQGAY3I F2N) 21 aKAy3ad2yQa aSyAiAz2NBR O2dzLd SR gA

LTSS Overviewl TSS provide personal care assistance to those who need help completing
daily-living tasks due to aging, chronic illness,ratige functioning, or disability. LTSS clients

receive services in different settings, such as assisted living facilities, adult family homes, skilled
YVdZNAEAY 3 FILOAEAGASEAST NBUGANBY SByhe coStdnNcafaliz/higiieh Sa > |
or lower depending upon the settinand the level of care needett. K S & (i I (i Sfinleda SRA Ol
LTSS client population is forecast to increase by 91 percent (70,000 clients) by 2040, with the
highest increase for those aged 85 asider.”

Costs of Care, Income and Asset LimiBrpgram innovations have led to sustainadreases
in Home and CommuniBased Services (HCBS, includes belioine and residential care)
thereby significantly reducing state costs to provide care ttias&°

The average total cost in 2016 forfileme care was $23,942; residential care $21,258; and
$54,239 for nursing faciliti€s.

By contrast, very few seniors are able to afford the private cost of care for a private room in a
secured nursing facilitat $107,675 per year. For those seniors who can be in an assisted living

77See the work products of the Washington Joint Legislative ExsittéeverCAging and Disability:
http://leg.wa.gov/JointCommittees/ADJLEC/Pages/default.aspx

"8ibid

79Washington State Department of Social and HealttRepamicastHeegislature: Feasibility Study of Policy Options to Finance Long
Term Services and SuppBBSB 6052, Section 206(14)(a). January 2017.

80Washington State Department of Social and Health Services. Research and Data Analysis Division.tRPowetH@& Presenta
Rebalancing: Estimated Savings Achieved by ALTSA frolR ERBFebamry 2017.

81\Washington State Department Social and Health Services. Agifigrem8dyopayt Administration Long Term Care (LTC) EMIS
Report. July 1981 through 20h@. Received via email correspondence dated June 12, 2017
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facility, the private cost is much lower at $54,000 per year; and for those who are able to
remain in their homes, the annual private cost is $46,500 for a high level of care.

There are income and asset limits in place to qualify for Medifandied LTSS. All states allow
households to spend down assets to qualify for services. Individuals cannot have more than
$2,000 in assets to qualify for Medicdid S3? Approximately 11 percerdaf Washingtonians

who apply for Medicaidunded LTSS must first spend down their assets to qualify for sefices.

Separately, if income levels are too high to qualify for services after meeting asset
requirements, medically needy individuals may speondd income by incurring qualified
expenses$? Anecdotally, individuals who spend down their income are generally in nursing
home facilities and can afford the total cost of care at the public rate, but not the privatéate

Because Home and CommunbBgsed Services (HCBS) is less costly to deliver, income eligibility
parameters are higher, up to $6,841 per month for an individual, based upon the Federal
Benefit Rate (FBR) and monthly average state nursing facility rate ch&igesre are financial
advantages for seniors who remain in their homes while receiving Medfcaided LTSS.
Individuals can keep $1,005 per month of their income for personal needs, compared to just
$62.79 per month in assisted living facilities. Married couples where the speuse receiving
HCBS can keep $735 per month; if both spouses are recestinigesgach person can keep
$1,005 for a total of $2,010.

Family caregivers provide the majority of LTSS to seniors, estimated at 80 percent of LTSS, or
$10.7 billion annua}l?” The ability of younger generations to provide this same level of care to
their aging family members has changed. The ratio of caregivers to persons at high risk, or 80+
years of age, is expected to decline as the baby boomer generation transitiongraway
caregiving into their own old age. AARP reported that in 2010 that raticcesento one. By

2030, the ratio is projected to decline four to one.?®

LTSS Funding Sourceblgdicaid is the primary funding source for all LTSS, covering 60 percent
of i KS &l GdSQa vy dzNBEnRYLE apprdxifrateNGR pekcenbof Medlidaid and
state-funded LTSS spending was for Home & Community Based Services’lAGBSR017,

82Reinhard, S., Kassner, E. Houser, A. et aRABRE Expectations. A State Scorecard-derbosgrvices and Supports for Older

Adults, People with Physcial Disabilities, and Feghisr€2014
http://www.aarp.org/content/dam/aarp/research/public_policy_institute/le{podwfiai@Nt4AAR Fppiltc.pdf

83See footnof#8 (ALTSA Feasibility)

84Email correspondence between Washington State Department of Commerce staff and Acting Chief of LTC Himaatial Eligibility & Po
DSHS dated May 25, 2017.

85]bid(Correspondence)

86bid(Correspondence)

87See footnof@8(ALTSA feasibility)

88 See foriote67(Redfoot)

89The Joint Legislative Executive Committee on Aging and Disability Issues 2016 Final Report. December 2016.
https://app.leg.wa.gov/ReportsToTheLegislature/Home/GetPDF?fileName=2016%20Final%20Report%20Aging%20%20Disability%20JL
e27c421bc540ee96bel 19cfodbbda?.pdf

90 See footnote Reinhard et al)
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that figure has increased to 65 percent with Washington ranking first in themé&br its LTSS
performance®*

Other sources of funding for LTSS can include private insurance, and individual sources of
income or wealth, such as pensions, earnings, or savings. As of 2015, 71 people out Q7 1,000
percent¢ aged 40 and older in Washjton state had a Longferm Care insurance polié%.

Medicare also covers everyone age 65 and older; however, Medicare coverage is limited by

caps on the number of days covered for nursing home visits, and it excludetetomgare

costs®For Medicare Pdli . ¥ ISy SNl ft& wun LISNOSyd 2% SELISY.
Medicare premiums are rising faster than benefit levels, resulting in an increase from 5.4

percent of the average Social Security benefit for a person who retired in 1990, to ¥06ehpe

for a person who retires in 2030.

LTSS Fiscal Impact Consideratipis K S LINB LR NI A2Y 2F 2| AaKAy3Jldz2yQa
that qualify for LTSS services reflect two possible retirement preparedngssmes

First, there will be those seniovgho have earned significantly less income over the course of
their working years, who have been unable to access, afford, or maintain financial assets
offered in the workplace or the marketplace. These individuals are not prepared for retirement
because tey have been unable to earn enough income to afford basic living expenses or to
save enough preetirement income to raise their standard of living in retirement so that basic
living expenses are affordable.

Second, there are those seniors who have earned enough income to be able to afford the cost
of living, and to save for retirement, but are unable to afford increases in cost of living and
rising healthcare expenses, and so must lower their standard o likiretirement to access
needed services.

Importantly, thisdiscussiordifferentiates the proportion of the aging population who already

meet program eligibility requirements for Medicaidnded LTSS, from those in the highest

income brackets. This ie tlistinguish the percentage of retirees who are income andtasse

poor from those who have highcomes but whose retirement savings is inadequate to cover

private cost of longerm care.

0KS aSyA2N Lk Lz |
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91jbid Reinhard et al).

92AARP. (2017) Lehgrm Services & Supports State Scorecard, Wastpn@tomwv.longtermscorecard.org/databystate/state?state=WA
9Banerjee, S. (Februard2Bxpenditure Patterns of Older Americar@)@@Binployee Benefit Research Institute. No. 368.
https://www.ebri.org/pdf/briefspdf/EBRROB20R 0368 _ExpPttns.pdf

%|bid(Banerjee)

95 See footnotel (Munnell)
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Dementia (ADJ® Given increasing rates of AD, and high costs fimape nursing facilities, an
important cost consideration for the state will be increasing demand for nursing home
placements relative to increasing incidents in clients with dementia and serious cognitive
difficulties. It is als@ossiblethat higher inome seniors with functional limitations that prevent
them from receiving care in their homes are likely to substantially spenddown their retirement
income and degrade their living standards in order to access services.

StateRevenue Implications

ChangingSpending Patterns | SOl dzaS 2F 2 aKAy3G2y Qa NBfAlFIyOS
and use taxes, a discussion about the revenue implications of retirement savings adequacy

needs first to consider conswer patterns after retirementls spending significaly different

after retirement? Total spending in retirement generally declines with ageshown in Figure

19.%7

Older populations spend less on certain items like transportation, and more on healthcare
expense$? Retired persons also do not pay FICA taxes, or incur-retaited expensed’

Nationally, home and homeelated expenses is the single largest spending category for seniors
in every age groupf®Healthrelated expenses steadily increase with aged is the second

largest spending category for

seniors aged 75 and oldét!  FIGURE 19: Change in Household Spending After Retirement, 2013
Spending on durable goods, $60,000 100%

such as dishwashers, B Median Household Spending@% of Preretirement Spending
computers, and refrigerators, #0000

. 75%
constitutes a very small

; : $40,000
portion of total spending
overal|102 $30,000 50%

. . $20,000
The basic assumption that 2504
senior housolds $10,000
intentionallydecrease their
. H $0 0%

Spenqu)ased on how their Preretirement After 1-2 YearsAfter 3-4 YearsAfter 5-6 Years

needs change ovdime,
however. has beenhallenged Source: Employee Benefit Research Institute estimates from the Health and Retirer

. (HRS) and the Consumption Activities and Mail Survey (GABIS), 2005
In an array of recent

%Mancuso, D., Sharkod,r.oj ecti ons of Al z hei .n&ashidagion Btateméepartnaent ofiSocilarsd iHealthg t o n
Services. November 2014.

97Banerjee, S. (November 2CHange in Household Spending After Retirement: Results from a Longit&aiab Beeripéanefit

Research Institute. No. Bps://www.ebri.org/pdf/briefspdf/EBRI_IB_420.MoylpdfiH

9%Banerjee, S. (September 2Bib4).Does Household Expenditures Change With Age for Olde EAmpleanBenefit Research

Institute. Vol. 35, Ndtfps://www.ebri.org/pdf/notespdf/EBRI_Notes-1d9 CBeéyAra/BS. pdf

99 See footnote PRanerjee No. 368)

1005ee footnof/ (Banerjee 2014)

101jhid

1025ee footnotéPBanerjee 2015)
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studies'®® TheEmployee Benefit Research Institufer instancefound a prevalence of
involuntary spending adjustmentsthat is,declining consumptioiby the senior population
due to lack of funds$®

Seniorssavel money by skipping or postponing doctor appointmentslayedpaying monthly
bills,and substituted prescription drugsvith generics.These involuntary savings practices were
most prevalent among single women, and more prevalent among Blacks than \Whites.

Importantly, the trend in declining consumption pastirement does not hold true for all
households. In fact, a high pergage of households experience higher spending following
retirement. And, households that spend more after retirement are spread across the entire
income distribution, meaning that this additional spending is stattly a function of

income1%®

There ae numerous explanations for why some househapend moreafter retirement one
could be increased living costs. Sevetwy percent of respondents from the 2008ternet

Survey of the Health and Retirem@&tudyreported increased household spending needs as the
most important cause of rising expenses, e.g., medication, food, gas, and uffities.

Tax Revenué&cenarios |In 2014, senior households represented 24 percent of all households
in Washington from whickaxes were collected, and collectively paid 25 percent of all major
state and local taxes in that ye&

While higher earning households contribute more in total tax dollars, lower income households

pay a higher percentage of their income in taxes tharhigher earning households. Thislds

GNHzS F2NJ 21 AaKAYy3d2yQa aSyAaA2N) K2dzaSK2f RaY LYy H
under $10,000 a year encountered a state and local tax liability of 40.6 percent and paid an
estimated at $89 million in tas receipts. The highest income senior househqldsth

incomes over $149,999 paid 5.7 percent of their income to taxes for a total of $637 rHiflion.

It is a substantial undertaking, well beyond the reach of this stumlgrdate an econometric
model that validly estimates the fiscal and economic impacts of retirement savings shortfalls
However there is value in exploring the implications thoughragified set of illustrationsTo

do sq consider placing all senior halwlds into two income groups and use $50,000 as the
annual income threshold to differentiate the groups

1035eg, for instance, Munnell, A., Rutledge, M., AtebRe#rees Falling Short? Reconciling the ConflictingdevitaTioe

Retirement Research at Boston College. November 2014.

1045ee footnote YRanerjed69.

105jhid

106Seefootnot®6(Banerjee 2015)

107See footnote 92 (Banerjeg 368

108\Washington Department of Revenue. 2014 Washington State Households With at Least One Person 65+ Years@®. Table created b
for this study.

1095ee footnofD7 Washington State Departaig@dmmerce calculatmm®OR data
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f In2014, thosavith NBGANBYSYy i AyO02YSa dzy RSN bppnzZnnn LI
total tax receipts, while those in the higher income group pd&dgarcent

1 Fifty-four LISNOSyYy 0 21 aKAy3Idz2yQa 27
while 46 percent fell into the higher ($50,000+).

Based on therojected retirement income in Table(page ), the
majority ofnewretireeswould be expectedo fall into the lowerincome
group¢ under $50,000, even after income froother sources is added

aged 65+holding tax rategonstant, and increasing the count of senior
households by rates published in state population forecdsts,
revenuescenarios are presentead order to illustrae the implications of
having a substantial portion of our senior population at the lower end
of the income distributiort°

Baseling| After accounting for the increase in senior households from
2014 to 2017, senior households would collectively pay éameased
$4.1 billion in major state and local taxes in 2017.

CurrentRevenue Scenarip For illustrative purposes, assume that 89
percent of new retirees will fall into the lowerf the two income groups
while 11 percent fall into the highgroup(Figure 20)These proportions
FNBE FTNRBY ¢l1o6ftS p Ay gKAOK mm LIS
population held a projected income replacement rate most likely to
reach the threshold of $50,000 when combined with Social @gand
other income sourcesn this scenario, 2017 revenue collections would
fall by $41.6 million.

Future Revenue Scenarip For this scenario, the same analyisisipplied tathe year 2027,
when senior households would represent 30 percent\EshingtorhouseholdsHoldingall

FIGUREQ®
Distribution of New
Senior Households br

. . - Income Level for
Using2014 state tax receipts from households with at least one persomevenue Scenarios

i

11 percent
above $50,000

89 percent
below $50,000

other factorsfrom the 2017 baseline (abovednstant, estimatd tax receiptdrom senior

householdsvould be$5.1 billionfor the year 2027

Then, applying theetirement savingsshortfall assumption that most households will fall into
the lowerincomegroupbeginning in 2017annualtax receiptdrom senior householdgould
be $4.7 billion in2027, $400 millio below what the straighline interpolation from the 2017

baselinewould have yielded in 2027.

ASYA2N) K2dza SK?2

110Each revenue scenario adjusts the proportion of households with at least one person aged 65 or older toebmbg/aglzington hous

annual 8. percent increase through 2021, and a 0.4 percent annualjof@08 20asedojections provided by the Washington Office

of Financial Management. Projected senior household growth is distributed according to the 2016 incomegthstskatmns of Washin

the Current Population Survey cited elsewhepiorthis
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Fiscaland Revenue Implicationdiscussion

The eview of current thinking about fiscal impactsdeeper examination of LTSS, and a simple
illustration of tax revenue impacts of an increasingly-iaaome senior populatiobringsup
three areador reducing thepotentialimpacts to the state of retirema savings inadequacies

1. Increasing preretirement savingisrough workplacebased plans like 401ks and payroll
deduction IRAE SaLISOA L f £ & T 2adnfiddi&ificdmé Aage eaersl f 2 g S NJ

2. Enabldower- and middleincome individual$o contributetoward the cost of LTSS without
impoverishing themselves

3. Stabilize asset value and bolster accumulation, especially at{@mdmiddle-income
levels.

Increase Retirement Income from Workpladgased Plang2 K+ & A & NBIj dzA NER F 2 NJ
lowestincone retirees to increase their income by $1000 a year is a complex equation to solve.
That saidthe basic conditions and requirements to reach this level of impact would include:

1. Availability: More access to retirement saving vehicles in the workplacgificrease
coverage).

2. Increased patrticipation rates for those coveretlest achieved through automatic
enrollment

3. Optimize contributions and returns by using features like a default investmenbf&e
to 5 percent, minimizing the number of inv@sent fund choicesand automatically
escalating contribution rates over tinié?

Help Individuals Contribute to LTSS Costs without Beconiimgoverished | Seniors that are

unable to afford the private cost of care after paying for basic living expensesd greater

financial risk to spend down their assets in order to qualify for needed medical sefiE88

6052 Sec. 206(14)(a)(2015) directed the Washington Department of Social and Health Services
to procure an independent study of public and private options for leveraging private resources
to help individuals prepare for LTSS needs.

The study, produad by Milliman and Asgiates, modelled two options:

1. A public longerm care benefits for workers funded through payroll deduction that
would provide a timdimited longterm care insurance benefit

111See, for instance, Zurlow, Karen A et alR2@fi6Y Poor in New Jersey: The Projected Expenditures of Government Programs for
Older Adults

1125ee, for instance, Benartzi, Shlomo and Richard H Thaler. {Mgebh#a@liBconomiend the Retirement Savings .Crisis

Science, vol. 339.
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2. A publieprivate reinsurance or riskharing model to pvide a stable and ongoing
source of reimbursement to insurers for a portion of LTSS losses in order to provide
additional insurance capacity to the state.

The study found potential for costs savings to the Medicaid program through option 1, the
payrolkdeduction longd SN OF NB Ay adzN} yOS o60SYySTAGIURT A0Q3

Stabilize Asset Value and Bolster Asset Accumulatigeiventhe severedownward trends in

net assets, substantiakaet building initiatives for lowencome housboldswould be

necessaryn order to simplymaintainthe currentfiscal impacts of retirement income
inadequacy Washington currently provides limited state support to one statewide and 14 local
asset building coalitions to conduct these initiatives, caotiyeat a total of $234,00Qer year

for the entire program. Wat is required in order toeversethe trends, thereby lowering fiscal
impacts, is a much more difficult question to answer, and likely beyond the reach of a single
state government to impactlane. It deals with the nationwide trend of widening income and
wealth disparities that began in the late 1970s and appears to be deepening.

113Washington State Department of Social and Health Services Report to the LegislaturégdsibilayySQdy)of Policy Options to
Finance Lorigerm Services and Supports. ESSB 6052 286(ti){a).
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Policy Discussion

2 AKAY G2y Qa g2NJAy3 LRLMzZ A2y A& dzy RSNLINB LI
issues identified in this study are:
1 Over 60 percent of the workforce does not have access to a retirement savings plan at
work.
Sgnificant drops in workplace coveragmce the Great Recession
Sagnant participation in workplace retirement savings plans
Low levels of retirement savings in Defined Benefit and Defined Contribution.plans
Adisconnect between confidence in being able to retire with a good nest egghand t
ability to actually get there

= =4 4 A

A population tha® prepared for retirement will have retirement income sufficient to maintain
standards of living enjoyed before retirement while obtaining the necessary medical and
supportive services without becomingpoverished. Success will require working
Washingtonians at all income levels to save a greater portion of their current earnings into
retirement savings vehicles.

Successvill also require thatll working adultestablish and maintain sheterm emergecy

savings sufficient to smooth over rough patches in both earnings and expenses without raiding
GKSANI NBGANBYSyYy(d | OO02dzyiad C2NJ GKS @Fad YI 22N
short- and longterm financial circumstances, real gains mistmade in their financial literacy

and access to financial tools.

2 aKAy3G2y AayQild ft2yS Ay GKA&a f22YAy3 ONRAAAZ
for action rests not on households alone, but must be shared by state and the federal

govemnments, the financial services, banking and insurance sectors, argowarnmental

organizations.

Based on thdindingsof this study policy considerations sort into four major groups:
1. Increasing retirement plan access and participation

2. Increasing fiancial capability
3. Smoothing financial volatility
4. Addressing elements of life after retirement

IncreasingRetirement Plan Access and Participation
¢KS Y2aid adzomadlydAlf 2LILIR2NIdzyade G2 AYyONBIa&aS

increase access to and participation in workptaesed retirement savings plans. A number of
states and major cities are implementing policies to do this. Four majarypmodels are
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evolving: Marketplace, Prototype Plan, State Multiple Employer Plan, andIR&t¢aka, Secure
Choice).

2 AaKAy3G2yQa {YIff . dza A yobthedinest&ds withBSucrSaia ona | NJ S G
the books, Washington is one of two statesing the Marketplace model (New Jersey is the
d4SO02yRX o0dzi AYLIX SYSyidlFiadAazy (GKSNB KFayQi o6S3dzy
and individuals can comparison shop for stagified, lowcost plans. The value of this model

is its partnershipbetwSy (G KS adlrdS yR GKS FAYyFYyOALFf &SNIDA
providers and plans according to certain blue sky and statutory criteria, and to provide a single
website where many plans can be compared by consumers and where financial educati

materials are offered to consumers. Financial services firms providedsty easyto-use

retirement plans.

2 aKAYy3AG2yQa wSGANBYSyYy(d al NJSGLXFFOS g1 a Sadalo
implementation is pending the requirement to have two statified plans carried on the

Marketplace. Pricing and other administrative hurdles have caused fewer plans than

anticipated to enter the verification process and kept others away. TSt NB | & dzZNE Q &
cessation of themyRA retirement savings program in Aug@6t.7, originally a required plan on

the Retirement Marketplace, further delayed the launch of the Marketplace.

More time is required to allow the Retirement Marketplace to launch and be evaluated for
AYLI OGa 2y 21 aKAy3adz2yQa NBGANBYSyYy(d LINBLI NBRYS

The Retirement Marketplace offers resource and referral services to help employers and
workers find lowcost retirement plans. Its use and enroliment in any plan it carries is voluntary
for both employers and workers. When compared to the requirements liediavioral finance
experts say will have the most impact on retirement savings, the Marketplace model falls short
in the areas of requiring employers to offer a retirement benefit, automatic enrollment (where
workers are automatically enrolled by their @hoyers; they can opbut if they want), and
establishing default contribution rates and investment funds.

Thought leaders are advancing the idea that a Marketpsda®ild beconceived as a

componentof a broader state retirement security policy rathéan a stanealone policy. For
AyaaglryoSs + SN2y isgpasorgddvalfipke ErhployedPRR (MER) indues a
requirement that a marketplace platfortme provided a year after the MEP launches. This is so

that employers that are interested inoffery 3 | LI 'y o6dzi SAGKSNI R2y Qi
or wish to adopt another plan can find an affordable plan with assistance from the state.

DAGSY 2 aKAy3iz2yQa LINRPINBaa 2y AYLI SYSydaay3a i
opportunities that couldoe further evaluated includée following.

1. Developing a Retirement Marketplace Consortiurit may be that Washington alone,
GAOGK A& H YAffTA2Y dzy aSNBUSR 62NJ] SNAXZ R2Say
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plan to be customized to meet the fee lismand other requirements set forth in
statute. In order to gain scale necessary, Washington could develop a marketplace
consortium with other states. The state has already developed a robusthaséed
platform that could be adopted by other states asanponent of their own retirement
security initiatives.

2. Incorporating a publiclysponsored plan into the Retirement Marketplac& he demise

of US¢ NB I a dav@md&! yRI Iy € STl 21 aKAy3Idz2yQa al

frills plan. Policymakers may wish to explore the possibilities of incorporating a plan
either sponsored or procured by the state. Such a plan, for example, could use
Washington State Investment Babfunds to achieve low costs and simplicity. Or, the
ail S O2dz R SELX 2 NButoHRDladiias ghdffeting énihk S NJ & (
Retirement Marketplace, in a fashion similar to how some states are collaborating on
529 college savings plans.

3. Studyingthe feasibility of an AutelRA policy The autelRA policy includes a
requirement that employers of a certain size or tenure must provide a retirement
savings plan to employees, coupled with a stgp@nsored or statgrocured payroll
deduction IRA. Thispproach lends itself to the automation features promulgated in the
behavioral finance literatureauto-enrollment, autecontribution rates, auteescalation,
and default fund choice. However, past proposals for such a policy in Washington were
not successfl.

Increasing Financial Capability

2 AKAY G2y Qa g2NJAy3 F3S LRLIzZ A2y ySSRa
retirement security. Policy opportunities in this area that could be further developed include
the following.

1. Developing a coorihated financial capability strategy that reaches all Washington
residents throughout their working livesThe findings in this study suggest that
embedding financial capability resources in the workplace and at key points of transition
for participants inthe workforce development system will be especially important to
meeting retirement savings goals. To achieve a high level of financial capability,
Washington will need concerted coordination among providéts.

2. Increase resources for financial coachingdaasset buildingResources are needed to
provide an array of services so that Washingtonians gain more access to mainstream
banking and other financial products, increase home ownership and home equity, and

114See, fomstanceEmpowering Oregonians through Financia) aipamysal
http://www.oregon.gov/treasury/ORSP/Documents/Recommendations%20for%20Ilmproving%20Financial%20Literacy%20
%2010172016%20(clean).pdf
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build household resiliency to financial volayil Washington currently provides limited
state support to one statewide and 14 local askatlding coalitions, currently at a total
of $234,00Qper year for the entire program. State support for professional staffing of
the Bank On Washington program svdiscontinued in FY 2017. Further study could
examine the extent to which new or expanded asset building and financial access
initiatives could directly improve the financial capability and asset accumulation of
2 | 34 KA Y 3 iang moderatei®odme workes.

Smoothing Financial Volatility

Saving for retirement cannot be done in a vacuum; shemn financial security must be
established so that people have the capacity to save for the long run. Policy opportunities in
this area includehe following.

1. Linking shortterm savings vehicles to retirement savings accouigs financial
innovation that could help households cope with financial shocks without raiding
retirement savings accounts. This approach may also create more direct pathways for
low- and moderateincome households to fortify emergency savings accounts and begin
At GAYy3 F2NI NBGANBYSY(l Ay I -GRANBOGEA yaHa]édzSLYINIE
recently advanced by The Aspen Institditeln order to implement this concept, new
structures and products must first be developed, likely at the national level but possibly
at the state level.

2. Innovations in portability of retirement savings account®uld help reduce retirement
plancash outsvhen workers change jobs. A clearinghouse coutdmatically roll over
F LI NOAOALI yiQa NBUGANBYSYyG LXIYy oFflyOS G2
concept has been recommended at the national level by private sector proponents and
GKS . ALI NIAALFY t2fA0& [/ Sy addBersondl Bavihgs,a A 2 Y
yet no legislative proposals have advanced to date.

Addressing Elements of Life After Retirement

Washingtonians need to adjust their retirement plans to accommodate longer life expectancy.
This will include decisions about howtpindividuals and households should expect their
retirement income to last, timing their final separation from employment, and at what age to
claim Social Security retirement benefits. Spouses who live longer may be able to care for each
other longer, otthere could also be an increased demanddesisted residentidiving

arrangements for couples®

115GeeforinstancB,r i vi ng Reti rement I nnovati onandl@riermBinadcalods®d Account s |
https://www.aspeninstitute.org/publicationsétinemgrnnovaticnansidecaaccountsneetconsumershoriongtermfinancial

needs/

116Qrtman, J., Velkoff, V., Hogan, H. (Masr2@bing Nation: The Older Population in the Unitemh&edt&tates Census Bureau.
P251140https://www.census.gov/content/dam/Census/library/publications/2a146gudb/p25

Retirement Readiness 48


https://www.aspeninstitute.org/publications/driving-retirement-innovation-can-sidecar-accounts-meet-consumers-short-long-term-financial-needs/
https://www.aspeninstitute.org/publications/driving-retirement-innovation-can-sidecar-accounts-meet-consumers-short-long-term-financial-needs/
https://www.census.gov/content/dam/Census/library/publications/2014/demo/p25-1140.pdf

Washington has already implemented innovations in Home and CommBaggdServicesand
a number of other measures to increase access to Long Term Semwt&upportsvithout
seniors becoming impoverished.

Further work inaddressing elements of life after retiremeculd focus on the following.

DiminishingAssetsand Maximizing Social Securit$tateretirement securityinitiatives focus

on enabling working people to accumulate savings irpi@terred Defined Contribution (DC)

vehicles Assuming the vast majority of savers will continue to use DC plans rather than Defined
Benefitplans,K S OKI f f Sy3S 2F NB i A MEWBsyday chrsticeamhh ( &8 = R?2

Even the besprepared retiree will need help navigating the complexitiesarfverting their
savingsand assets into an income stream. For lega@pared retireescarefulsavings draw
down strategies are critical to arghance of maintaining a comfortable standard of living;
missteps can bdevastating The stakes arkkewisehigh when it comes to deciding when to
begin claiming Social Security benefitdhere delaying up to age 70 can reapbstantially
increasedmonthly benefits

2 A0K GKS KStTL)I 2F adlrdS NBOGANBYSyld aSOdaNRGe Ay
late-to-start savers mape able toaccumulate enough in a DC plan to bridge the gap between
retirement and a delayed Social Security claim.

Giventhe stakes and complexities at hamdpre work is needed in order to determitiee right
role of Washingtorstate government in addregsy 3 (1 K S Lidgetdd=latedita 2 y Q &
diminishment of assetand timingof Social Security claims.

LongTerm Cardnsurance BenefitA study produced by Milliman and Associates for

2 aKAy3bd2yQa 5SLI NIYSyld 2F { 2 OAidefyingtiiefheed S £ (i K
for Medicaidfunded serviceshrough a public longerm care benefis progranfor workers
fundedthrough payroll deduction that would provide a tintienited longterm care insurance.

This policy proposal is expected to be furtleaploredin the 2018 legislative session.
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Appendix A: Methodology

Retirement Income, Plan Coverage and Participation

Retirement income is estimated using two public surveys:
91 Current Population Survé¢PS) conducted jointly by the US Census Bureau and the
Bureau of Labor Statistics

1 Survey of Income and Program Participai8iPP) conducted by the Census Bureau.

Andysis of SIPP and CPS data was conducted by the Schwartz Center for Economic Policy
Analysis (SCEPA) at The New School, and the Center for Retirement Research at Boston College.

CPS is updated monthly and is the primary source of labor force stat@titgefpopulation of

the United States. In this study, CPS is used to provide current earnings and key demographics

of covered and uncovered workers, and participation rates, but not by plan type. Analysis of

CPS data on employer plan sponsorship and eypaggoarticipation rates provided by SCEPA

and the Center for Retirement Research at Boston College is included to inform the discussion

2F 2 aKAYy3IG2yAlyaQ | 00Saa 2 NBUANBYSYyG al gay
employment.

SIPP collestincome and participation data for many topics including economiclvestig,
educations, assets, and health insurance. This study uses SIPP income and asset data by plan
type across various socioeconomic characteristics to study the state of retirermg@ngs for
Washingtonians.

The latest release of SIPP data for 2014 does not include participation and eligibility data as it
has in former years; however, it is possible to identify defined benefit participants and those
with nonzero 401(k) balance#dditional participation and eligibility data will be released
separately, likely in late summer 2017, as part of the Social Security Administration (SSA)
Supplement!’

Geographic Limitations

Smaller regional breakouts, such as by county, result in laaygins of error and inaccurate
estimates. For this reason, we do not attempt to provide a regional or local analysis other than
by metro area. A higlevel regional analysis of plan coverage is possible using CPS based on six
metropolitan areas.

117Email correspondence dated May 1, 2017 between U.S. Census and Washington State Department of Commerce staff.
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The 2014SIPP sample size for Washington State is too small to draw statistically valid
inferences. For this reason, data obtained from Washington CPS respondents are used for a
state-level analysis.

Findings on the retirement preparedness of Washingtoniand a2 @A RS R dza Ay 3 {/ 9t
analysis of SIPP, which examines socioeconomic predictors of retirement wealth at the national
level. Again, given the small sample size for Washington State in the SIPP panel, CPS is used to
determine how the Washington workforcefftirs from national averages across predictive
characteristics. The SIPP retirement wealth data is then imputed, or distributed across

Washington CPS respondents.

Income Replacement Rates

To estimate the percentage of Washington households that are l&&$y to have adequate
retirement income, this study examines income replacement rategléy type using data

from the Survey of Income and Program Participation forrpteees ages 5%4 as provided

by the Schwartz Center for Economic Policy Amalyd he income replacement rate is also used

to calculate an estimated monthly income. While other factors, such as race and gender, impact
retirement outcomes e.g., asset ownership and lifespan, it is not practical to provide an income
replacement ratecalculation for all socioeconomic factors.

Income replacement values calculated by plan type illustrate savings shortfalls, but cannot
provide a present value of savings shortfalls. Despite this shortcoming, the value in taking this
approach is that the analysis can be replicated both for othdaestand for Washington over

time.
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Appendix B: Workpla@ased Retirement Savings Plans:
Washington Covered and Uncovered Workers

Table 1IKey Demographics of Covered and Uncovered Workers, 2014

Covered by a plan

Not covered by a plan

Characteristic Number Share Number Share
Total 1,294,21: 100% 2,010,92¢ 100%
Gender

Male 673,12¢ 52.0% 1,095,82¢ 54.5%

Female 621,08t 48.0% 915,101 45.5%
Age

Under 18 0 0.0% 26,219 1.3%

18to 24 38,030 2.9% 337,237 16.8%

25t0 54 921,16¢ 71.2% 1,197,38t¢ 59.5%

55 to 64 295,74(C 22.9% 293,947 14.6%

64+ 39,276 3.0% 156,13¢ 7.8%
Race

White 1,012,08( 78.2% 1,389,13( 69.1%

Black 39,113 3.0% 67,184 3.3%

Asian 98,387 7.6% 150,347 7.5%

Hispanic 81,807 6.3% 303,714 15.1%

Other 62,827 4.9% 100,551 5.0%
Nativity

Native 1,126,90° 87.1% 1,597,55: 79.4%

Foreig#born 167,307 12.9% 413,37z 20.6%
Education

Less than HS 28,556 2.2% 228,841 11.4%

High school only 249,932 19.3% 530,11¢ 26.4%

Some college 360,277 27.8% 652,737 32.5%

Bachelor's anore 655,44¢ 50.6% 599,23: 29.8%
Number of employers

Single employer 1,163,75° 89.9% 1,723,26° 85.7%

Multiple employers 130,457 10.1% 287,65¢ 14.3%
No tax filing (under $4,000 income)

Not filing 6,737 0.5% 140,87: 7.0%

SourceCRRealculations fradurrent Population Survey, March Supgleébdefeflecting 2014

calendar year data)
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Table 2Uncovered Workers in Washington by Reason for Lack of Coverage, 2014

Reason for not having coverage Number of worke

Share of total

workforce
All Washington Workers 3,305,140 100%
Total uncovered 2,010,926 61%
Employer does not offer a plan 1,214,935 37%
Employer offers plan, not included 487,800 15%
Selfemployed without plan 308,191 9%

Source: CRR calculations@B8, March Supplement 2015.
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Table 3Distribution of Uncovered Workers by Metro Area, 2014
Employer offer

Employer does r plan, not Selfemployed

All worker: offer a plan included without plan

Metro Area Number Number Share Numbel Share Numbel Share
Total 3,305,140 1,214,93! 100% 487,80C 100% 308,191 100%

By Metro Area

KennewieRichland 159,610 67,0713 5.5% 21,621 4.4% 8,164 2.6%

Mount Vernen

Anacortes 117,123 45,006 3.7% 14,401 3.0% 19,721 6.4%
Portland/ancouver

Beaverton 211,318 68,036 5.6% 49,968 10.2% 15,834 5.1%
SeattleTacoma

Bellevue 1,968,406 730,487 60.1% 274,49¢ 56.3% 180,934 58.7%
Spokane 246,451 70,056 5.8% 37,008 7.6% 16,410 5.3%

Other/Nemetro 602,232 234,277 19.3% 90,303 18.5% 67,128 21.8%
SourceCenter for Retirement Research calculatithS$fréensus Bureau and Current Papulatio
Survey, March Supplement 2015 (reflecting 2014 calendar year data).
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Table 4Distribution of Uncovered Workers by Fi
Size, 2014

All Employer does r  Employer offer ~ Selfemployed
workers offer a plan  plan, not include without plan

Number of employe Number Number Share Number Share. Number Share

Total 3,305,14( 1,214,93¢ 100% 487,80C 100% 308,191 100%
By firm size

Fewer than 10
employees 672,58C 305,551 25.1% 34,029 7.0% 278,71¢ 90.4%

10 to 49 employe 470,295 300,67z 24.7% 55,651 11.4% 8,794 2.9%

50 to 99 employe 291,02¢ 142,727 11.7% 39,839 8.2% 8,062 2.6%

100+ employees 1,871,24. 465,98F 38.4% 358,281 73.4% 12,617 4.1%
SourceCenter for Retirement Research calculatithSfréensus Bureau and Current Papulatio
Survey, March Supplement 2015 (reflecting 2014 calendar year data).
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Table SDistribution of Uncovered Workers by Industry, 2014

Employer does nc  Employer offers  Selfemployed

offer a plan plan, not include without plan
Industry Number Share Number Share Number Share
Total 1,214,93' 100% 487,80C 100% 308,191 100%

By Industry

Nonprofessional services 224,63¢ 18.5% 65,055 13.3% 41,303 13.4%
Professional services 415,194 34.2% 213,384 43.7% 130,82 42.4%
Construction 123,39C 10.2% 6,424 1.3% 54,245 17.6%
Raw materials 87,781 7.2% 4,679 1.0% 40,662 13.2%
Manufacturing 125,70¢ 10.3% 34,606 7.1% 15,462 5.0%
Retail/Wholesale 191,851 15.8% 92,403 18.9% 11,967 3.9%
Transport/Utilities 46,374 3.8% 71,249 14.6% 13,729 4.5%

SourceCenter for Retirement Research calculatiah&frGensus Bureau and Current Papulatio
Survey, March Supplement @6éflécting 2014 calendar year data).
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Table @Distribution of Uncovered Workers by Hours Worked and Median Wages, 2014

Employer does not offer
plan

Employer offers plan, r
included

Selfemployed without pl

Median
Usual hours a wee Number Share wage

Median
Numbel Share wage

Median
Numbel Share wage

Total 1,214,93! 100% $28,357
By Hours Worked
1 to 9 hours 34,695 2.9% $5,00C
10 to 19 hours 80,042 6.6% $5,00C

20 to 29 hours
30 to 39 hours
40+ hours

99,208 8.2% $13,00C
186,30¢ 15.3% $17,50C

814,681 67.1% $36,00C

487,80C 100% $26,78%

12,913
39,283

2.6% $6,70C
8.1% $9,80C
67,902 13.9% $13,312
85,452 17.5% $20,00C

282,250 57.9% $35,36C

308,191 100% $31,07<

17,889 5.8% $4,500
12,730 4.1% $10,50C
32,571 10.6% $10,00(C
66,284 21.5% $15,00(
178,717 58.0% $45,00(C

SourceCenter for Retirement Research calculatichSfréensus Bureau and Current Popbiatiey,
March Supplement 2015 (reflecting 2014 calendar year data).
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Table 7Key Demographics of Uncovered Workers, 2014

Employer does n  Employer offers Selfemployed
offer a plan plan, not include  without plan
Total Employed Workers Not Covered t

Characteristic Workers a Plan Number Share Number Share Number Share
Total 3,305,14( 2,010,92¢ 1,214,93¢ 60% 487,80C 24% 308,191 15%
Gender
Male 1,768,95¢ 1,095,82F 656,075 60% 229,827 21% 209,92 19%
Female 1,536,18t¢ 915,101 558,86C 61% 257,97& 28% 98,268 11%
Age
Under 18 26,219 26,219 20,048 76% 6,171 24% 0 0%
18to 24 375,267 337,237 225,13t 67% 110,56¢€ 33% 1534 0%
25to0 54 2,118,55! 1,197,38¢ 763,12¢ 64% 278,10% 23% 156,151 13%
55 to 64 589,687 293,947 140,44t 48% 51,949 18% 101,555 35%
64+ 195,414 156,13¢ 66,178 42% 41,007 26% 48,953 31%
Race
White 2,401,21( 1,389,13( 788,69¢ 57% 341,007 25% 259,42t 19%
Black 106,297 67,184 34,601 52% 27,246 41% 5,337 8%
Asian 248,73 150,347 102,081 68% 40,203 27% 8,063 5%
Hispanic 385,521 303,714 229,54€ 76% 50,961 17% 23,207 8%
Other 163,37¢ 100,551 60,009 60% 28,383 28% 12,159 12%
Nativity
Native 2,724,46: 1,597,55¢ 930,387 58% 427,66E 27% 239,50z 15%
Foreig#born 580,67¢ 413,372 284,54 69% 60,135 15% 68,689 17%
Education
Less than HS 257,397 228,841 177,73t 78% 26,874 12% 24,229 11%
High school only 780,047 530,115 350,50€ 66% 121,972 23% 57,637 11%
Some college 1,013,01« 652,737 390,04¢ 60% 186,951 29% 75,738 12%
Bachelor's or more 1,254,68: 599,232 296,64 50% 152,008 25% 150,587 25%
Number of employers
Single employer 2,887,02¢ 1,723,267 1,035,02: 60% 404,111 23% 284,13z 16%
Multiple employers 418,11¢ 287,65¢ 179,911 63% 83,689 29% 24,059 8%
No tax filing (under $4,00
income)
Not filing 147,61C 140,872 77,106 55% 23,549 17% 40,218 29%

SourceCenter for Retirement Research calculati®hSfréensus Bureau and Current Popbilatiey, March
Supplement 2015 (reflecting 2014 calendar year data).
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Table 11Financial situation, interaction, and literacy by retirement plan coveraga and/as
the United States.

Washington United States
Not coverel Covered Not Covered
coverec
Number of Observations 152 222 8,315 11,305
Financial situation
Spends more than makes 20% 18% 24% 18%
Can come up with $2,000 11% 51% 13% 47%
Receives government transfers 40% 16% 28% 16%
Receives money form family 18% 18% 25% 19%
Used unconventional credit sourc 44% 29% 40% 26%
Interaction with the financial systenr
Has a checking account 83% 97% 79% 97%
Owns noretirement investments 9% 46% 9% 49%
Gets paid in cash or check 47% 18% 42% 21%
Uses credit cards to purchase thir 42% 68% 46% 79%
Uses debit cards to purchase thini 45% 80% 73% 79%
Pays for things online 54% 81% 55% 80%
Financial literacy
Understands compounding 77% 90% 68% 82%
Understands diversification 39% 61% 34% 57%
Learned about finance at school 9% 20% 13% 20%
Learned about finance at work 3% 17% 4% 12%

SourceCenter for Retirement Research calculations from Financial Industry Regulatory Authority (FINF
National Financial Capability Study.
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Table 1umberfcAffected Firms by Metro Area, 2014

Estimated sha Share of

Metro Area Number of firm not offering ple Affected firmes affected firm
Total 178,54¢ 73.5% 131,231 100.0%
By metro area

KennewieRichland 5,533 84.5% 4,675 3.6%

Moun¥ernorAnacortes 3,361 82.8% 2,784 2.1%

Portland/ancouveBeaverton 10,079 76.6% 7,725 5.9%

SeattleTacomdellevue 99,432 81.7% 81,244 61.9%

Spokane 12,389 81.7% 10,120 7.7%

Other/Nemetro 47,752 51.7% 24,683 18.8%

SourceCenter for Retirement Research calculatithSfréensus Burdaangitudinal Business
Database, 2014 (reflecting 2013 calendar year data); U.S. Census Bureau County Business Patterns,
Current Populati8urvey, March Supplement 2015 (reflecting 2014 calendar year data).

Table 14&stimated NumbeA&ected Firms by Size and Time in Existence, 2014

Under 2 Years of Existence 2+ Years of Existence

Affected Affected Affected Affected

Number of employees Firms Firms employee Firms firms employee
Fewer than 10 employe 23,369 18,426 53,388 110,37¢ 87,029 252,16:
10 to 49 employees 1,767 1,171 16,211 31,006 20,541 284,461
50 to 99 employees 83 42 3,036 3,800 1,946 139,691
100+ employees 50 13 2,851 8,095 2,064 463,134
Total 25,268 19,651 75,486 153,27¢ 111,58( 1,139,44¢

SourceCenter for Retirement Research calculatith§$fréensus Burdaangitudinal Business
Database, 2014 (reflecting 2013 calendar year data); U.S. Census Bureau County Business Patterns,
2014; an@urrent PopulatiS8urvey, March Supplement 20lEsting 2014 calendar year data).

Retirement Readiness 60



Table 1%Estimated Number of Affected Firms by Industry, 2014

Estimated
Number of share not Share of

firms offering plan Affected firm: affected firm:

Total 178,54¢ 73.5% 131,231 100.0%
By Industry

Nonprofessional services 33,331 77.9% 25,975 19.8%

Professional services 79,99C 73.2% 58,518 44.6%

Construction 20,484 77.7% 15,908 12.1%

Raw materials 1,606 83.0% 1,333 1.0%

Manufacturing 6,933 65.6% 4,549 3.5%

Retail/Wholesale 30,89C 67.4% 20,813 15.9%

Transport/Utilities 5,313 77.8% 4,135 3.2%

SaurceCenter for Retirement Research calculations from U.S. Census Bureau County Business Pattet
2014, an@urrent PopulatiS8urvey, March Supplement 2015 (reflectcaje2@lbt year data).
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Table 1 Notes: Weighted using the Current Population Survey, March Supplement weights. Workers a
not in the military, are not unpaid family workers, and are in the pension universe. Includes both privat
public sectarorkers. All public sector workers are considered as working for an employer offering a plal
'‘Not covered by a plan' includes workers whose employers do not offer a plan, workers that are not
included in their employer's plan, and-&medelfed thadwit have a plan.

Table 2 Notedleighted using the Current Population Survey, March Supplement weights. Workers are
not in the military, are not unpaid family workers, and are in the pension universe. Includes both privat:
public sector workerspélic sector workers are considered as working for an employer offering a plan.

Table 3 Notedleighted using the Current Population Survey, March Supplement weights. Workers are
not in the military, are not unpaid family workers, and are inuhe@essibrcludes both private and

public sector workers. All public sector workers are considered as working for an employer offering a [
'‘Other/Nemetro’ includes individuals from the Bellingham, BBibreedtda, Olympia, and Yakima

metro aresaas well as workers inmetro areas.

Table 4 Notes: Weighted using the Current Population Survey, March Supplement weights. Workers a
not in the military, are not unpaid family workers, and are in the pension universe. Includes both privat
pubic sector workers. All public sector workers are considered as working for an employer offering a pl

Table 5 Notedleighted using the Current Population Survey, March Supplement weights. Workers are
not in the military, are not unpaid family \&odkars, in the pension universe. Includes both private and
public sector workers. All public sector workers are considered as working for an employer offering a [
Industries are sorted using the 1950 Census Bureau industrial classification system.

Talle 6 Notes: Weighted using the Current Population Survey, March Supplement weights. Workers at
not in the military, are not unpaid family workers, and are in the pension universe. Includes both privat:
public sector workers. All public sector e@rkerssidered as working for an employer offering a plan.

For the sedfmployed, "wages" includes business income.

Table 7 Notes: Weighted using the Current Population Survey, March Supplement weights. Workers a
not in the military, are not unpaly feorkers, and are in the pension universe. Includes both private and
public sector workers. All public sector workers are considered as working for an employer offering a [

Table 11 Notes: A respondent is covered when they have a retiremghttpéanahployer or
acquire it privately.

Table 13 Notes: Number of firms is estimated usileyelodaiiy on business establishments from the
County Business Patterns (CBP). Since the CBP does not have data split by firm size and metro area,
estimated number of affected firms usesveoage rates for privatesatiemployed workers by firm

size and metro area in the Current Population Survey and estimates of the number firms by firm size a
metro area from the Longitudinal Busineas®dathb total number of affected firms relies on non
coverage rates for privatesatfiemployed workers by firm size to avoid the combination of metro areas
within 'Other/Noretro'.
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Table 14 Notes: Number of firms is estimated usileyelodatgn business establishments from the
County Business Patterns (CBP). These data were then scaled by the number of firms with fewer than
more than two years of existence based on the Longitudinal Business Databaseséffected firms
nonrcoverage m@for private, nealfemployed workers by firm size in the Current Population Survey,
where the naroverage rates are the same for both age categories. Affected employees splits the total
number of employees from the Current Pdpuaéiginat do ridhave a workpldeased retirement

savings place offered by their firm's size and age.

Table 15 Notes: Number of firms is estimated usieyelodaiiy on business establishments from the
County Business Patterns (CBP). Industries are defingd@a@igitdiNAICS codes. Number of

affected firms is estimated by applyiogveoage rates for privatesefamployed workers from the
Current Population Survey within each industry by firm size. Excludes firms with zero employment.
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Appendiof Tables 5 and Idustry Details
Table 5CPS1950 Census
Bureau industrial classifica  Table 15:-@igit 2002 NAICS
system codes

Industry
Nonprofessional services 826849: Personal services; 72: Accommodation and food

857859: Entertainment and services; 81: Other services

recreatioservices; 816: Auto (except public administration)

repair services and garages

817: Miscellaneous repair

services; 679: Eating and

drinking retail places

Professional services 868899:Professional and 51: Information; 52: Finance a

related services; 77Ub: insurance; 53: Real estate ant

Finance, insurance, and rea rental and leasing; 54:

estate; 80808: Business Professional, sciénf and

services; 856: Radio technical services; 55:

broadcasting and television Management of companies ar
enterprises; 56: Administrative
support and waste manageme
and remediation services; 61:
Educational services; 62: Hea
care and social assistance; 71
Arts, entertainment, and reane

Construction 246: Construction 23: Construction

Raw materials 105126: Agriculture, forestry 11: Agriculture, forestry, fishin
and fishing; 2@86: Mining; and hunting; 21: Mining, quartr
306: Logging and oil and gas extraction

Manufacturing 307399: Durable goods;-40¢ 31-33: Manufacturing
499: Nondurable goods

Retail/Wholesale 606627: Wholesale trade-6: 42: Wholesale trade484 Retalil
669 and 68899: Retail trade trade

Transport/Utilities 506568 Transportation; 578 22: Utilities; 48: Transportatio

579: Telecommunications; £ and warehousing
598: Utilities and sanitary
services
Source: U.S. Census Bureau and Current Population Survey, March Supplement 2015.
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Appendix C: State Polibytiatives

There arenine states cumntly implementing programi'®

Table 14: State policy interventions

State

California

Connecticut

[llinois

Maryland

Massachusetts

New Jersey

Program

Secure Choice: Employers with 5 or m
empl oyees that do
retirement plan will be required to offer
or provide employee access to Secure
Choice, an autaroll payroll deduction I
Connecticut Retirement Security Authc
Qualified employers with 5 or more
employees that do not currently offer a
will be required to offer a plan or provic
employee access tarR&®As from a
marketplace of selected vendors and
Secure Choice: Requires lllinois busine
with at least 25 employedicthave been
in business for at least two years, and
choose not offer a qualifying savings
program, to either offer a qualified retir
savings plan or automatically enroll the
employees into Secure Choice (a payr
deduction IRA).

Maryland Small Business Retirement
Savings Program: Requiresilihat
employers that pay employees througt
payr ol | system or
offer retirement plans to enroll employe
a state boawklected payroll deposit
IRA.There is ayear deferral for new
businessesEmployers retain the optfon
providing a plan available on the open
market.

Massachusetts Retirement Plan for No
Profits: Establishes a prototype definec
contribution 401(K) plan foprufit
organizations with 20 or fewer employe
voluntarily offer to employees.

New Jersey Small Business Retiremer
Marketplace: Online marketplace for
employers with fewer than 100 employ

Implementation Status asfafgust2017
Under development. Expected launch ir
with3-yeamphasedn mandate.
http://www.treasurer.ca.gov/scib/index.e

Under development. The legislation is e
January 1, 2017. Employer mandate wil
phased over ay8ar period once the prog
is implemented.
http://www.osc.ct.gov/crsb/index.html

Under developmeritafeen
implementation scheduled to begin in 2l
http://illinoistreasurer.gov/Individuals/Se
Choice

Under development. The target for prog
implementation is to be determined, eitt
end of calendar year 2018 or in 2019.
http://msa.maryland.gov/msa/mdmanua
/html/66smallbusret.html

Implementation timeline not specified.
Website link unavailable.

Implementation timeline not specified.
Website link unavailable.

118 Georgetowdniversity, Center for Retirement Initétiavednitiatives Transforming the Retirement Savings Landscape

http://cri.georgetown.edu/statedComparison of Retirement Plan Design Features NbgsStatBusetts, Washington and New Jersey

Georgetown University, Center for Retirement Initiatives, SG2e Boiedrhber 30, 2016 Update.
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Oregon

Vermont

Washington

voluntarily compare and seddtment
savings plans.
OregonSaves: Empl
offer qualified retirement savings plans
required to participate in OregonSaves
statesponsored paymididuction IRA, or
establish alternative qualified retiremer
plans for some or all of their employee:

The Green Mountain Secure Retireme
Plan: Offers a voluntary Multiple Emplc
Plan (MEP) to employers @itr fewer
empl oyees that do
retirement plan.

Washington Small Business Retiremer
Marketplace: Online marketplace for
employers and individuals to voluntaril
comparison shop fordéost, lovourden
retirement plans.

Retirement Readiness

As of July 2017, the pilot phase is unde|
with phaseid full implementation to begil
with the largest employers beginning
November 2017 and congrthitough 202(C
with the smallest employers plirasest.
https://www.oregonsaves.com/

Vermont shall implement the plan on or
January 15, 2019, based on recommen:
of the Committee.
http://www.vermonttreasurer.gov/conter
ment/Studgommittee

Launch expected in fall 2017.

http://www.commerce.wa.gov/gibming
economy/businesyvices/smdllisiness

retiremenharketplace/
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Appendix D: 2017 Washington Report by Schwartz Center for
Economic Policy Analysis (SCEPA)

Are Washington Workers
Ready for Retirement?

Prepared by SCEPA’s Retirement Equity Lab (ReLab)
at The New School

June 22, 2017

THE NEVV SCHOOL.

RETIREMENT
EQUITY LAB
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Figure 1: Retirement Plan Sponsorship - Washington Vs. U.S.

Employer-Based Retirement Plan Sponsorship Rates (Percentage of workers who worked for firms that offered retirement
plans to some employees)

.
70.0% )
61.9%
57.3%
60.0% 54.3%
50.0% AR0%
40.0%
30.0%
20.0%
10.0%
0.0%
Washington Rest of the US.
L W 2004-06 m2014-16

THENEWSCHOOL
RELAB

Source: SCEPA Calculation based on CPS-ASEC pooled samples 2004-06 and 2014-2016
Notes: 1) Civilian non-institutionalized population ages 25-64. 2) CPS sample weights.
3) The differences between 2004-06 and 2014-16 for both Washington State (-7.6
percentage points) and the rest of the U.S. (-8.7 percentage points) are statistically
significant.

Figure 2: Labor Force Participation — Washington Vs. U.S.
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Source: SCEPA Calculation based on CPS-ASEC pooled samples 2004-06 and 2014-2016.
Notes: 1) Civilian non-institutionalized population ages 25-64. 2) CPS sample weights.
3) The differences between 2004-06 and 2014-16 for both Washington State (-2.6
percentage points) and the rest of the U.S. (-2.7 percentage points) are statistically
significant.
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Figure 3: Retirement Plan Participation - Washington Vs. U.S.

=
86%
83.9%
84% 5% 825%
82.3% .59
82%
80%
78%
76%
74%
72%
70%
Washington Rest of the U.S.
N 2004-06 m2014-16
L THE NEVV SCHOOL. J

RELAB

Source: SCEPA Calculation based on CPS-ASEC pooled samples 2004-06 and 2014-2016.
Notes: 1) Sample: Civilian non-institutionalized population ages 25-64 who did any work
the year before for an employer who offered retirement plans to at least some of
employees. 2) CPS sample weights. 3) Some non-participants may not meet the
employer’s eligibility criteria. 4) The increase in participation between 2004-06 and
2014-16 for Washington State (1.3 percentage points) is not statistically significant, but
the decrease in the rest of the U.S. (-1.4 percentage points) is statistically significant.

Figure 4: Primary Retirement Plan Type - Washington Vs. U.S.

Retirement Readiness
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Source: SCEPA Calculation based on CPS Annual Earning File 2013 and SIPP 2014.
Note: 1) Sample: Civilian non-institutionalized population ages 25-64 who did any
work in the reference month of the CPS during 2013. 2) CPS and SIPP sample
weights. 3) For workers with both DB and DC plans, the DB plan is assumed to be the
primary plan in their current job. 4) We assume workers with non-zero 401(k)
balances are participating in their current job. 5) The plan type and coverage rates
are imputed nationwide based on demographic and job characteristics including
industry, income, and union coverage, without state fixed effects.
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